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IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


L. R. LIPSETT, ESQ. 


: —and— 

a IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
a. into matters connected with Petroleum 

as and Petroleum Products 

. Commissioners: 

* The Honourable MR. JUSTICE McGILLIVRAY 
os (Chairman) 

_ —and— 
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10.50 A. M. Session, 
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MR. FRAWL&3Y: Mr. Mehaffy was to make a statement 
this morning on a point. 

MR, MAHAFFY: Mr. Uhairman, it was suggested pose 
I give the Commission the views cf my client with respect to 
the 6 cent reduction in the pipe line handling charge and ‘ 
whether or not that should be reflected back in an increased 
field price, 

I have obtained some information 
from my client. I think to some extent the same irformation 
given thy dhe iitarwie j elthough perhaps not made up in just 
exactly the same way but it should he pointed out, as Mr. Harvie 
pointed out, that since the new pipe line rate and handling 
cherge rete was put into effect there hac besn reductions in 
thesprirce: (oP sthevirerpned products; on July 24th the price 
of Srd structure was reduced 1 cent a gallon; on Actober 25th 
the price of *)” Brand was reduced a helf cent a gallon and 
the vrice of thyl was reduced 1 cent a galicn, 

Now from here on my figures vary 
somewhat from Mr. Harvie'ts because we desemed it necessary 
to work out the situation on a besis of our average or estimated 
refinery run and consequently it has besn worked out on the 
basis that the run is 15% “thyl, 35% "9" Brand snd 50% Third 
Structure or heevier fuels. Wow on that basis, and also 
assuming en 80% recovery of these products from the crude 
oil, in other words 28 gallons of saleable products from a 
barrel of crude oil, the result is that these reductions 
represent a reduction equivelent to 25 cents per barrel of 
crude oil; in other words, although the 8 cent reduction 


was made early in July, the resvlt of those reductions in the 
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prices of the selling product is Sdtiivalent to 23 cents 
per berrel, so thet in our view there has already been 
passed on to the public e reduction almost three times as 
much as the reduction of 8 cents in the handling charge of 
the crude. 

Now as far as we are concerned, 
the Gas & Oil Products Limited is purely in a refining 
operetion but as a matter of fact, the associated companies 
in Which Mr. Meyland is interested, are elso substantial 
crude producers but giving the whole matter careful consider- 
ation, Mr. Mayland has instructed me to say that in his view 
there should be no increase in the price of crude oil in the 
field; in his view it is particularly desirable to not only 
endeavor to extend the markets in the sense of extending the 
erea into which Turner Velley crude may penetrate, but it 
is also desirable to increase as far as possible the consumption 
of oil in the area now being served and that cam be accomplished, 
of course, in éither of these two ways, one, by reducing the 
price of crude oil and two, by increasing the price and that 
situation would be harmfully effected by doing that. 

Now I do not know that I want 
to say very much more about it, sir, except to point out 
that the Gas & 011 Products Limited is in a someWhat different 
position than all other refiners in connection with this 
situetion, in view of the fact thet our nlant is in the field 
and we do not, for the purposes of the crude used in our 
operations, we do not use the pipe line. However, I prefer 
not, - and Mr, Meyland prefers not, - to base any argument 
on that particular feature; that was a circumstance which 
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4s the price of the crude oil 
ine T1e1e e066 “Up Or eceés down in toe future, that is 
something we have to meet and teke care of in our own way 
but we prefer to put it on the broader ground that in our 
view ability to market crude cil produced in Turner Valley 
will be harmfully affected by increasing the price by the 
8 cents, es has been suggested. 
MR. FRAWLEY: Mr. Mehaffy, as I understand, 
your company has not been advantaged at all by the reduction 
in the price. 
MR. MAN AWFY: sxcept insofar as, except perhaps 
we have used the pipe line to transport any surplus crude 
that we have had to other markets. Now I heve not figures 
on thet and I am not sure that we have used the pipe line 
this summer bt if we have it is not to any extent. 
MR, FRAWL2Y: That is so because your operation 
is in Turner Valley amd ordinarily you do not use a pipe line. 
MR. MAPAFFY : Tie eS rent. 
MR. FRAWLZY: So you heave had no advantage from 


the reduction as refiners, no reduction say tsince the srd 


or *JuLy ye 
MR. MAHAFFY: That is right. 
MR. FRAWLSY: So you are principally seeking 


to avoid what you probebly regard as a penalty, namely 
increasing the price at this time? 

MR. MAHAPFY: : Well, as I say, we prefer not 
te putt *dn that ground because, as I say, we realize our 
refinery is in Turner Valley and we do not expect all the 
rest of the world to be upset to meet our particular 


condition because it is a particular condition which we haves. 
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MR. FRAWLEY: Yes. 

MR. MAHAFFY: But we do say that that 8 cent 
reduction has already been given thres-fold to the consumers. 
MR, FRAWLEY: Oh Yess 

MR. MAHAFFY: f£nd also we say that in our view 
we would rather see a tendency to decrease somewhat the price 
of crude oil rather than increase it, in the field, due to 

our idea that that would assist in market expansion. 

MR. FRAWLEY: You think then there is some 
relation between these reductions and this pipe line saving, 
Of course, we were told there was not any at all. 

MR. MAHAFFY: LOG wOtteey Taeo. aa wnat) Was 
so the reduction passed on to the consumers would amount to 

8 cents or approximately & cents a barrel but it is a fact that 
since that 8 cent reduction went in, it works out that there 
has been a reduction of 23 cents a barrel, assuming the 
factors which I mentioned, 15% Sthyl, 35% "Q" Brand and 50% 
Third Structure. On our figures that works out to a reduction 
of 23 cents per barrel that has been passed on to the consumer 
Since toe Vins or July. 

MAJOR LIPSETT: I suppose any benefit you get from 
the crude oil going through the pipe line is a benefit to the 
producer, it is not really a benefit to the refiner, is it, 

it is the surplus oil produced by the producer? 

MR. MAHAFFY: Well there is that, sir, that 

is quite true and then if Gas & Oil Products through its 
purchage contracts should have a surplus of crude available, 
as it might do, then, of course, that surplus would pro bably 


be passed through the pipe line. 
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MR. FRAWLEY: You see, I am only making these 
remarks and interrupting to make it clear, but I thought it 
might serve & purpose. from whet I understand Mr. Maheffy's 
position to be, he is taking up the cudgels of the refiners 
who have had an advantsge of this since the 3rd of July and 
he says they have passed on these large savings. Now I am 
trying to obtain his views about the nature of the savings 
end the relationship between those savings, these reductions 
and the pipe line savings because if I am clear about anything, 
Mr. Chairman, it is that these savings have gone into the 
refineries and have stayed there and especially with respect 
to the Saskatchewan refineries they steyed there but along- 
side of that and quite apart from that, Mr. Halverson made 
the two drops of which we have had complete explanations one 
to stop dreinage and the other to meet 3rd Grade competition. 
However, all right. 

Mr. Chairman, Mr, Plotkins phoned 
this morning and said he had been asked by Mr. Commissioner 
Lipsett to deal with the difficulties of the Royalite Oil 
Company in connection with the pipe line connection and he 
intimated to me that he had overlooked that and he wishes t» 
make a short statement this mornings T have mentioned this 
to Mr. Brownlee. 

THE CHALRM AN: All right, Mr. Plotkins. 
MR. PLOTKINS: IT am sorry, lm. Commissioner 
fe esuee. I overlooked it. 

Now I first want to deal with 
whet it means to our companies in dollars and cents, Since 
July ist we have paid out to the Imperial Oil, - not the 


Royalite Oil Company, - the Imperial Oil is the owners of 
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this two inch line that goes from the Imperial Oil Refinery 
to our refinery and in July, August, September and October, 
to the end of that month, we paid out $2,817.77; in other 
words more than enough to pay for the trunk or the connection 
between the trunk line and our refinery. 

Now during the course of the 
Argument in front of the Chairman of the Board of Public 
Utility Commissioners, the whole question of whethcr we were 
entitled to that pipe line and on whet conditions was re-opened 
by the solicitor for the Imperial Oil and the Royalite Pipe 
Line or the New Valley Pipe Line and I was quite surprised 
because in the report vf this Commission they have laid down 
certein recommendations. It was to be assumed that all 
these matters had been gone into, that they had been found 
sufficient to justify the recommendations made by this 
Commission but I was put in the position of having to do it 
all over again. Now that, of course, would have meant delay 
end I pointed that out to Mr. Justice Carpenter, that the 
question of who shall pay for it, the question of whether we 
should give a guarantee, could be argued out later and the 
mein thing I was interested in was to get that pipe line in 
and I would agree to abide by whatever findings the Commission 
would make later on and it wis on them conditions thet the 
order was made but to reed the recommendstions of this 
Commission and weigh thé situetion in that light will demon- 
strate the trouble of the small independent refiner or for 
that matter any independent in the oil business, of having 
to deal with lerge compenies through Commissions. 

In the Report made by this 


Commission, the final Report re Pipe Line matters, 


vith 7 Ore. 


v3 


cas ve, dae A 


ee 


a "yf 


of ieee wots 


oo bast _ / sit SP 
aM thsi st haar en aa) : bad rere: rhe rae 


1, goatee 


MC 


wy 


« 


Ms wis a welt 


ed 
ar ae 
ae 


stave, ya 


i St. doage ea mt 


ade ea Leni 
2, tie en Tal notes 


2 r ad FF w bhi 409. it v9 gO aii i | 


® 2 % 
ip ota | 
>: mot 
re Tye fy e iy as 


. 


Sees Va Ke sag) 4 0h Chee ae Fags Re Cae es 
P 


euti,. sant anaks, ony 


op me 


a aaah Bi) 4 


ten, 


ry 
i an *. 


du “pune se, estine. i. ius ed Bate 


hanes Sones aly felts hee 
ey fod hot ee 


baoge at “e 
Arp tenis Pauptue, we in ago ania: it i 


Aue 


ree 


i 2, ce 
3 es es + Md: 
AS a ; ie eae | geese 


oi ORME? 
2 punt ot Seca Tout? SF 


- 16,736 - 


Le te Plotkings 


paragraph 29 on Page 115, this is whet it says: 
"With regard to the connection betwsen the trunk line 
"and the tanks of the British American Oil Company's 
"Refinery and the Lion Oils Refinery, we have found thet 
"the British Americen Company now has a service line from 
*the trunk line to its Refinery tanks. We have recummend- 
"ed thet a similer connection to Lion Oils Refinery be 
“ordered if not forthwith mede,. We have recommended 
"that all cepital expenses in connection with these two 
"herinery connectiors should be borne by the carrier 
"companies, that the connecting line be under the control 
‘of the cerrier companies and that the operating costs 
"of putting oil into the tanks of these refineries be 
"a pert of the genersl rete of 9% cents per berrel, 
“which we have before recommended as the service rate 
"for all services other thm loading into tank cars 
"and tenk trucks. It is our opinion that the inoreased 
"business will more than compensate the carrier companies 
*for capital and opereting costs in respect of these 
"connecting lines. We have, however, provided in our 
*recommendetion, since a question has arisen és to the 
*volume which will pass through the connecting line to 
‘the Lion Oils Refinery that the service to that Refinery 
*be upon the condition that the carrier company shall not 
the required to deliver less than 3,000 barrels at one 
"time." 

Now those recommendations are quite 
specific. They cover the situetion thoroughly. The purpose 


of re-opening --- 


THE OH ATRMAN : Mr. Frawley, this report was made 


~ 163737 - 
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to His Honour, was it dealt with in any way by order=-in-Council 
or otherwise? 

MR. FRAWLGY: A Statute was passed. It was 
transmitted ty me to the Lieutenant Governor on 

the 23rd of Merch and certeinly reached the Lieutenant 
Governor-in-Council and was dealt with by passing a Statute 
which was celled the Pipe Line Reguletion Act which created 


the Pipe Line property of the Royalite Oil Comnany a Public 


Utility. 
THE CHAIRMAN: Yes. 
MR. FRAWLEY: And that Statute became effective 


qd think, Cn the first of April or thereabouts, of 19359, 

THY CHALRMAN: Yes, was the Report dealing with 
these connections dealt with in any way, the connections 

or the Lion Oiis --- 

MRe FRAWLEY: Well no, not by legislation. 
Presume bly that was all turned over to the Public Utilities 
Bosrd. 

MAJOR LIPSETT: On whet basis, Mr. Frawley, do 
you know, is this Company able to force the peyment of these 
charges of this extra 6 cents, in the face of the recommend- 
ations and the Statutes. 

MR. FRAWL3Y: Well, Of course, the Statute —--- 
THE CHAIRMEN: ; the whole rate including trans- 
portation into his refinery should be 9 cents. 

MR. FRAWLEY: The Statute does, as I recall, 
was a direction, it virtually contained a direction, it did 
not Leave any discretion at all to the Utilities Board and it 
recommended and practically ordered, I wish I had the Section 


before me, that the rates recommended in this Commission's 
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Report should by order of the Board become effective, should 
be transmitted into an order of the Board. 

THs CHAIRMAN: BMidn't we make a recommendation 
to that effect? 

MR. FRAWLEY: Did you make a recommendation to 


that effect? 


THE CHAIRMAN: Yes. 
MR. FRAWLEY: Oy yes, Cur te 
THE CHAIRMAN: That would be something which the 


Utilities Board would have to eccept. 

MR. PLOTKINS: that is the Argument, Mr. Chairman, 
that I used to Mr. Carpenter. 

TH! CHAIRMAN: 1 do not understand this. 


MR. FRAWLEY: Might 1 get the Statute? 


(MEY To Page “16759 * 


1. 


A 
- 16,739 - 
Le Le Plotkins. ° 
MR. FRA ILBY: The Statute is Chaptor 


4 of the Statute of.1959, It is called "Phe Pipe Line 
Regulation Act." Tho section that is pertinent is Section 


5, Sub-section (2). 


"(2) In any case where the Lisutenant Governor in 
Council has caused an enquiry to be held under The 
Public Inquiries Act and the subject matter of that 
enquiry hes ineludsd an onquiry into the operation 
of any pipe lina or any matter pertaining thereto, 
and the commissioner or, commissioners appointed 
to makes such onquiry by any report made at any 
time whether in the course of such enquiry or at 
the close thereof recommend that any rate or ratos 
be fixed for the gathering, transporting, distributing, 
handling or delivery of petroleum or any specified 
kind or kinds thereof by means of any pipe line or 
for any service performed by the propristor of any 
Such pipe line in relation to the gathering, trans- 

porting, distributing, handling or delivery of any 
such petroleum, then and in every such case upon 
any such rate or rates being aporoved by order of 
the Lieutenant Governor in Council the Board is 
authorized and directed to make en order without 
any enquiry fixing the rates for the g: thering, 

. transporting, distributing, handling or delivery 

of petroleum or any specified kind thereof by 
mans of the pipe Lino to which the report relates 


at the rate or rates recomaended by such report." 


Then there was following 


the passing of the stetute an Order-in- Council under 
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tho provisions of that Gub-section which did as this 
sectior directs and pursuant to thst the Board made an 
arder on the 3rd of July, 1939. Thet Order, I think 
perhaps I saw it but I do not think I paid very much 
attention to it. 

THE CHAIRMAN: Do you understand, in 
the light of that, the position of The Public Utilities 
Board? ‘Why the attitude of the Imperial Oi1? 


MR. FRALEY’ In requiring it to be 


THE CHAIRMAN: To be proved ovex again, 
after resding over the recommendations by this Board and 
those prescribed by the Stetyte% 

MR. FRS'-LaY: I feel like yielding to 
my friend, ir. Nolan. I have not followed it at all. 

THs CHéTaMan: It may be we have nothing 
to do with it now at all, but it does serve to make one 
point pretty clear, that recommendations perhaps without 
Some mand: tory authority in somebody to see they are 
carried out. and carried out at ones, are not of very 

much value. 

Me VOM-ISSIONER LipsaT’: Mre Frawley, is it not 
quite clear from thet anc from the Report that a rate of 
9s eents ineludcs the transportetion of the oil into the 
Lion Refinery and that thet rate is 93 cents whether it 

be put in under the present existing facilities of the 

two public utilities, or whether they put it in by 

making, this other connection which seems to be more 
economical? The rate ss i understand it is 9% eents 

for delivery to the refinery, and thst anything more 


than that vas an unjustifiable charge. 
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MR. PRALEY: 793 have recommendod 


that a Similar connection to Lion Oils Refinery be ordered 
if not forthwith made. .¢ have recommended that all 
capital expenses in connection with these two refinery 
connections should be borne by the carrier compaics that 
the connecting line be under the control of the carrier 
companies and that the operating costs of putting oil into 
the tanks of these refineries be a part of the general 
rate of 9% gents per barrel, which we heave before recom- 
mended as the service rate for all services othe: than 


loacing into tank vars and tank trucks." 


In other words, if, as 
and when the line is built then the 9s cents covers it 
through the new line. Yes, thst is surely what thet means. 
MR.’ COMMISSIONER LIPSET?: ~Hqually does it not 
cover it while the oil is being transported over the 
two, or by the two different public utilities whichever 
way they work? 

ER CHAIRMAN: At least from the time 
that they could reasonably have been expected to or should 
have put the line in. 

MR. FRA'LBY: , Lethink this, by wirtue 
of this Statutc, the small pipe line from the end of the 
large pipeline to Mr. Plotkin's plant is a public utility. 


TeunLok oie > is clear. 


THE CHAIRMAN: . Nese 
MR. FRAVLEY: By virtue of the 


definition. 
TH! CHAIRMAN: I think you have made 
your point, Mr. Plotkins. 


MR. COMMISSIONER LIPSHTT: Mr. Plotkins, there is 
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one other point in the argument I vant to ask you about. 
You were describing your saving of 1; cents per gellon 

in your method of operation. Now I thought that was a 
Saving in the marketing at first, aad then you said no, 
that was the netback to the refinery, that 1% cents. 

MR. PLOPKIiS: It is 15 cents reduction 
of our selling priees aS comparcd with the Imperial Oil 
selling prices for similar products, on an average. 

MRe COMMISSIONIiR LIPSST?T: From your refinery? 

MR. PLOTKINS: No. This report was 
just the prices and all these figures concern only 
marketing. 

MR. COMMISSIONER LIPSET?: Is that 15 cents absorbed 
between your refinery enmpany anc your marketing company, 
or does it mean your refinery company is getting 1% eents 
less for the gesolLine than the Imperial Refinery? 

MR. PLOTKINS: No. I haven't the figures 
with me but our refinery gets a little bit less than what 
the Imperial gets for their products, because our cost 

wes greater. ‘.e have a smaller refinery and not so 
officient.. Still we do sell our products on a compotitive 
basis. 

MR. COMMISSIONER LIPSSTT: Your refinery price is 


approximatdly the same as the Imperial’ 


WR. PLOTKINSs Approximately the same. 
MR. COMMISSIONER LIPSETT: This cent and a half 


from net back is really the margin or profit or expenso 
or whatever you Hike to call it between your refining 
company and your marke ting company? 

WR. PLOTKINS: No, I think you are 


confused. ‘ie have to sell our merketing company ona 
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competitive basis. ‘ie have to sell our marketing conupany 
the products on a competitive basis because if we did not 
the marketing company is at a disadvantage and would be 
better off to buy from someone else. Sowe do sell our 
products to the marksting company at approximately the 
same price as the Imperial sells to its marketing branch, 
On paper. 

MR .COMIMISSIONGR LIPSST?P: Then is there approxi- 
mately the same spreac between your refinery and the public 
as there is in the ease of the Imperial? 

MR. PLOTKINS: No, the spread is a 
cent ang a haif less. If I may be allowed to explain 
this. The Imperial gets - I have not the figure but I 
will take any figure, 15% is what the Imperial gets as 
tho net back based on the tank waggon. 

MRe COMMISSIONaR LIrsstt; To the refinery? 

MRe PLOTEINS: No, to the marketing 
company, because the refinery does not market.to the 
public. The reason they only get 15% - well in fact it 
is 14.8 because I remember the figures of the l.¢ reduetion 
below the tank wagon on an average. So they get 14.8 ut 
they were supzosed to get 16 cents because that is the 
tank waggon. But because of these different reductions 
to meet competition Ana various other factors the net 
back to the marketing company is 14.8. Our basis for the 
same reasons instead of being exactly on our tank waggon 
is a cent and a half less than the 14.8. In other words, 
our price was 14.8 less 13, 13.3. In other words suppose 
One man represented the public he would hare bought 
everything we sold through the merketing company and ho 


would have paid 13.3 and we would have delivered it in 
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the same way we are dcolivering it today. In the case of 
the Imperial he would have paid 14.8. 

MR. COMMISSIONGR LIPSETT; Is that the actual 
eonsumer or is that absorbed by some déaler or some one 
in the meantime? 

MR. PLOTEINS: It is the coasumer 
in the last analysis that gets that eent and a half. 
Because the desler presumably only makes a competitive 
profit. In other words our dealer and seme other dealer 
because of competition, cannot exact a bigger profit 

than some other dealer, and in fact his own selfish 
interests force him to give as much away of his margin 
as possible so as to inerease his dollars and cents profit 
on his over-all operations. 

TH CHAIRMAN: He gets it in the first 
instance but if it is good business he will pass it on? 
MRe PLOTKINS: Yes, and it is good 
business because he gets more volume and therefore more 
profit on his capital. 

MR. COMMISSIONSR LIPSET?T: You think either the 
whole or a large bulk of it ultimately finds its way to 
the consumer? 

Mre PLOTKINS: All of it. Now there 
is only one matter I wish to draw to the attention of the 
Commission and I think it is vital, in connection with 
this working of this pro-ration. I was not able to do 

it yesterday because I did net huve the final answer 

from the Royalite and the Imperial Oil. In theory 

at this time of the year we produce and do not consume 

in oux refinery our production. In theory we are 


supposed to have a market for it, but because we have 
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made ne nomination our well is producing its share of the 
total market but at the enc of the month thse Royalite Pipe 
Line says "Well true, but we do not want your oil. We do 
not nesd it. ‘Je have enough of our own." That goes to 
demonstrate that in theory pro-ration provides a market 
for everybody but in practice it does not because of the 
Same fundamental competitive reasons th=t a competitor 

is not going to help another mane Go that notwithstanding 
law8 and notwithsts nding theory, in practice pro-ration 
does not work out as it is intended to do. Now our 
position this year is that we bought 53,541 barrels from 
the Imperial Oil. Why? Beeause our own well did not 
produce enough. Now for the next two months possibly 

we will heave three to four thousand barrels to séll to 
somebody. yow in practice we do not produce anything. 

e@ turn over everything we produce to the Royalite and 
they credit it on the pipe line price. In fact that is the 
practice of it. Then we buy all our requirements from 
the Royalite at not the pipe line price but the weighted 
average price. So that theoretically and in practice we 
should be able to turn over to them our cO00U barrels of 
Surplus production. But they say "sell, we do not want it." 
So that thet is all I have to say to show the fallacy of 
the pro-ration unless it is accompanied by stringent 
regulations and price fixing, and the one million and one 
other things. That ie all, thank you. 

THE CHAIRMAN: Mr. Plotkins, you 

heerd what Mn Mahaffy had to say this morning’ 

MR. PLOTKINS: Yes sir. 

THE CHAIRMAN: What do you say? f 
know you have dealt with th.t point already but d you 
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mind stating shortly and concretely your position with 
respect to the passing of thet pipe line saving to the 
producer? 

MR. PLOTKINS: Nov I quite agreée with 
Mr. wehaffy's figures. I have not checked them but actually 
thet is whet we figure 80% recoveries on the erude at the 
present time and no doubt his company or the Gas and Oil 
Products have worked out the relative values today on the 
net back and what they were befers the price reduction 
went into effect. So that I have no hesitation in saying 
they are substantially correct. Now whether it was duo 
to the pipe line reduction or not, is immaterial. ‘The 
pipe line reduction is one of the economic factors. There 
could have been no pipe line reduetion and still these 
reductions in prices would have taken place. In the 
course of price reduction or price increase one million 
factors affect the situation and the result is the pipe 
line reduction was foreed by economic conditions. ‘why? 
The Commission and the clamor of the public apparently 
went into the matter and decided that the rate was exorbitant 
or wes too high in relation to the genersl good. Now 
coming to ths same remarks that im hahaffy made about 
increasing the market througi: lowering the price of crude, 
that is the views I exressed yesterday ina different 
waye So TI have nothing further to sey there. Now as to 
giving the 8 cents to the producer, the second part of 

Mr. Mahaffy's notin rib atieWwers that. If you are going to 
Yaise the price of crude and lower the throughput or the 
production in Turner Valley is the producer going to be 
benefited? No. The best interests of the pzoducer, 


the independent producer is to increase his net earningc, 
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not his price per barrel, and theroby perform a servi¢e 

to the community in making aveilable moro and more oil 

at lower prices and give more and more servicese In 

other words, make a man thst much more happy. He has 

more stuff for his money anc he can heat his home or he 

can run his car further or he ean get more enjoyment. 

And this is not a penalty on the producer if he can inerease 
his throughput and lower his cost per barrel. He is not 
penalized any more than I em penaliged if I reduce my 

price and increase my profit. It is not. a penalty. The 


producer in Turner Valley is in the Same position. 
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WR. BROWNLES: My Lord and hir. Commis~ 
Sioner, We fecal that you have now reached the end of a 
most thorough and whst must have been a very arduous inquiry 
into this most difficult subject and I presume that you are 
genuinely weary of repeated discussions on verious phases 
of the subject. I, therefore, heve felt tht I could best 
serve you this morning by condensing my romarks as much as 
possible and by referring only to certain aspects of the 
subiect matter of the inquiry which are of especial 
interest to my client as a farmers' organization. I have, 
therefa@e, put my remarks in the form or a memorandum. 

But I am digressing at this time from reading just to 
assure you of the anxiety of my clients to essist you as 
much as possible, ana if, therefore, as a result of your 
study you feel you vould like our views at this time on any 


particular matter that is not dealt with in this memorandun, 
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then either hic. Priestley or ayself will be very glad to 
give you our views to the bost of our ability. Wow, having 
said that I wish to read what we have prepared. 

It is with a very great 
deal of hesitation that my clients, the U.F.A. Central 
Co-operative Association Limited, have accepted the invitation 
of Counsel for the Commission to take part in the argumonts 
now being presented to you at the conelusion of tho very 
painstaking inquiry which you have conducted over the past 
several months. ‘/e assume that an argument at this timo 
is supposea to be by way of a critical analysis or summary 
of the evidence eerie eed ‘to you by the various witnesses 
who have appeared. Unfortunately our organization has not 
had the financial means to enable it to be represented day 
by day to hear the evidence. Neither have we becn able to 
examine the recora as it has appeared from day to day. ‘ie 
feel, therefore, we must say quite frankly that anything 
we can nov offer will only be by way of emphasizing certain 
points vhich were placed before you in the submission made 
by Mr. Priestley on July 2osth. 

You will recall that 
in his submission Mr. Priestley statec that the officers 
of his Association could not speak with authority upon 
matters pertaining to the production, transportation, 
refining or manufacture of petwleum or petroleum products 
and that they vere limited to an experience of some eight 
years in the co-operative distribution of fuel and lubricating 
oils. Mr. Priestley's submission therefore of nesessity 
dealt with problems arising out of the marketing of these 


products. Vie regret all the more that we are limited in 
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this way as from our experience such as we have had, we 
bolieve that any substantial reductions in the price 
structure must be sade in the fields of produetion, 
trensportation, and refining rather than in the field 

of marketing. In other words, when the refinery price 

has been fixed and transportation costs are taken into 
account tha spread allowed under our present conditions 

to meet inarketing costs does not permit of any substantial 
reduction. 

MR. COMITSSIONER LIPSETT: I think your organization 
Was not gotting the same discount that those large jobbing 
companies were getting, were they? You were not gotting 

as high e discount? 

MR. BRO’: NLEE: Vell in cur contract with 
the Maple Leaf Petroleums it is true we do not receive the 
full 6 cents of 64 cents, whichever is the usual amount that 
is allowed to the jobbing companies. We receive part of that 
and Maple Leaf Refining Company retain part, because of the 
services which they rencer for us. So that in what I have 
said here I am assuming that is the usual margin that is 
allowed the jobbing companies may be said to reprosent the 
marketing costs in the Provinee under our present scheme 

of distribution. ‘what we have to say is that we do not 
believe that in that margin Pere as very much room for 

any subSstential reduction in the price structure. 

MR. GOMMESSIONER LIPSET?: Your observation roally 
though deals with your own margin does it not, your low 
marketing margin? 

MR. BROWNLEE: ‘ye have to speak prin- 
cipally from our own margin. It varies. I have not the 


contract before me but my recollection, WNre Frawley, is 
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it varies from 33 cents down. 

MR. FRA LEY: Yes. 

ME. BRO’ -NLEE: And the balance of the 
6 cents or 6% cents which I believe is the usual rate, 

6 cents, whichis usually allowed to jobbers in the 
Frovines is retained by the ifaplo Loaf who perform for 

us such services as auditing our books,checking up on 

the accounts of the dealers; a certain amount of work 

by way of handling collections and under the contract 
there are certain divisions of losses and expenses. 

THE CHAIRMAN: You feel you are 
getting the full spread by way of services? 

MR. BRO WLad: Yes, absolutely. 

Iwill go further at this stage and say something I 

might have seid a little later. I may say I was discussing 
this particular question last night with the Hxecutive 

of the Association, and if we attempted to teke over the 
duties that are now being performed by Maple Lesf Petroleums 
for us we doubt if we could do that work and make any 
substantial profit within that part of the margin Which 
they are retaining. 

MR. CC MISSIONER LIPSETT: I understand. But am 

I right in the recollection that they also provide 

certain equipmont? 

MR. BRO'UNLEE: : No they do not provide 
equipment except to this extent. ‘shen the contradt was 
first made waple Leaf Petroleums Limited had some 30, 

I think it was, country outlets, and as part of the consid- 
eration for the whole contract, they agreed to give us the 
use of those 50 stations without rent. But apart from 


that they provide no equipment. ive buy our own equipment. 
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It is true that they assist us to finance by making a 

loan to us on a 5% basis, payable over a certain number 

of yearse But they furnish no eguipment at their own 
costs. « pay for the equipment cutside of the 30 st&tions 
which were providod: 

The U.F.A- Central Co- 
opexative Association Limited is a farmors' organization 
and therefore at all times is primarily concerned with 
the welfare of the farmers of the Province. i+» feel 
thet we must again stress the fact that the farmers of 
the *rovinee generally have since 1980 been passing through 
a period of unusual and extreme difficulty arising out 
of the fact that the principal ecmmodities produced on 
the farms of this Province are largely sold on an export 
market. It is unnecessary to dwell upon the international 
mevements which have made it increasingly difficult to 
market our products with the result that for the greater 
part of the past decade large surpluses, that is of farm 
products, have accumulated in this country and disastrously 
Low prices have resultod. It is undoubtedly truo that any 
disSatisfaction - may I interject to say thore is mueh 
at the present time - that any dissatisfaction and unrest 
which has arisen from these conditions has been aggravated 
during the past three months since the outbreak of war, 
as farmers have witnessed the increased cost of farm labor 
and the rising prices of commodities which they must 
purchase as entering into the cost of production on the 
one hand, and even lower prices for grain prevailing than 
were oxperienced a year ago on the other. Ve feel wo 
must again emphasize therefore what was stated in the 


previous bricf, namely that at whatever cost to this 
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organizetion we would have to suppawt any legitimate 
policies or movements which might have as their purpose 
the reduction in the cost of gasoline products which 
enter so largely in the cost of production of the 
average farmer. At the same time we believe this back- 
ground - that is the general economic condition of our 
farmers —- must be kept in mind in considering one or two 
problems dealing directly with the sale and distribution 
of gasoline products. 

| In any consideration 
of marketing problems we feel too we must keep in 
mind the fact that this Provinee, if not still in tho 
pioneer stage, has only recently emerged from that stage. 
Our population compared to the area of settlement is 
still quite small. Our Provinee is very sparsely settled. 
I believe Dr. Frey gave the ratio of population in this 
Frovinees at 4.71 as compared with a ratio of over 40 in 


his country, and thet ratio is possibly correct. 


WR. FRAWLEY: . That was in Iowa. 
MR. BRO’ NLiS: Well in the one Stato, 


but to a reasonably close extent the same comparative ratio 
would apply to other S¢etes outside of probably Montana 
and the Dakotas. 

We have every reason to 
hope that the produe tion of oil in Alberta will develop 
into a very large industry. There is also every reason to 
believe that the consumption of gasoline products will also 
Show a very large increase. It is interesting to note tht 
in 1923 the consumption of gasoline in the Province was 
ae slightly above 12,000,000 gallons; by 1930 that had 


increased to 50,000,000. In the last fiscal year - that 
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is the fiscal year of the Provincial Government - it was 
estimated at over 60,000,000 or an increase of some sixty 
percent in about eight years. In 1921 the total number 
of tractors, combines, motor trucks and automobiles on 
the farms in the Province was estimated at around 30,000. 
That is taken from the census returns at that time. 
In 1936 the estimate was 74,700.- There has no doubt 
been a substantial increase sinee 1936 but there is undoubtedly 
a very great development of mechanization in farming still 
before us sven on the basis of present acreage so that we 
can look forward with confidenee to a very considerable 
inerease in our rural consumption of gasoline while tho 
continued improvement of our highway system will result 
in continued increase in the consumption of gasoline and 
oil produets for industrial purposes. 

when I use the words 
“industrial purposes" in that last sentence, I refer of 
course to trucking, bus services and also of those services 
which have developed so rapidly since, for example, we have 
put gravel on the roads, on some of the roads in this 
Provinese, and surfaces. the highways Morth and South. And 
as the gravel and surfacing extends Hast and \est we can 
expest equally large consumption for industrial purposes. 
I need not comnent, of course, on the transfer of traffic 
from the railways to the highways, which has resulted as 


the highways have been improved. 
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In any rapidly expanding 
industry there is always a tendency for facilities to 
develop beyond actual requirements, and possibly I may 
interject to admit quite candidly that they have. 

Practices in a pioneer 
state may be inevitable which are not economically 
sound in a well developed community. As stated in our 
previous bricf, it is quite possible that there has 
been an overlapping of effort. service stations may 
have been developed beyond our immediate requirementa 
and practices may have been put into effect to meet 
our peculiar rurel problems that seem illogical and 
Gifficult to defend.- It does become a nice question 
however, as to whether such developrients are in excess 
of the probable increased demand of the next decade 
and even a nicer question as to how far, in view of 
the extreme variations in our seasonal demands, any 
form of regulation can efficiently meet the problen. 
For example, two or three years ago a very cosmwon ob- 
servation was the over-development of our country and 
terminal elevator facilities. I presume there was as 
much general comment about thet as there may be com- 
ments today about the over-development of our retail 
outlets, and yet this past Fall we have witnessed the 
slowing up of the marketing of grain by our farmers for 
the reason that our existing facilities were filled to 
capacity. 

wow sir, I just want to 


interject to say you have a number of views placed be- 


fore you by different witnesses as to the extent to which 
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a 
there should be Government interference and regulation 
in the fiela@ of 911 production, refining and distri-« 
bution and those views, I assume, have ranged all the 
way from those who are opposed to any sert of interfer- 
ence of any kind, to possibly some,=I do not know that 
these have appeared before you,-who would go a very 
great distance in regommending Government interference 
and supervision. 

k represent an organization 
that is rather socially mirded and we take it as an ac» 
cepted fact today, not only in this country but in other 
countries. that we are going to have Government interfer- 
ence and supervision. Just how far that should go into 
the question cf actual management it is still a matter for 
dispute and argument but I believe, and I am speaking for 
my organization here, that we do believe that the trend of 
affairs in all countries of the world today. the advanced 
countries,~probably it has gone to an extreme in some of 
the countries that we ac not think are quite as advanced,- 
but in all advanced countries we do think that the trend is 
for a certain amount ox supervision and regulation and 
the extent of that supervision and regulation probably 
depends on whether the industry or business is entirely 
or partially a public utility. 

ms reck ho ae So far as this organization 
is concerned, and that is speaking now for my own organ- 
ization, we wish to make it clear that we have had no 
objection to the efforts made by the Department of Trade 


and Industry during the past few years to regulate the 
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establishment of new stations under a licensing system 
and we would not object to a continuation of that 
policy either under the existing Department of Govern- 
ment or uncer such other form as may be recommendud by 
this Commission provided,-and we do make this provision, 
that certain principles are fully recognized, and those 
principles are: 

(1). We are opposed to monopolistic control or 
anything approaching such control and would therefore 
object to any policy which placed two or three major 
companies in an unduly advantageous position in the 
field of distribution. 

And following from that 
we think that in any regulations which may be promul- 
gated to regulate in the future, to try to regulate the 
development of service stations there should be suf- 
ficient flexibility in administration to permit new 
organizations to enter the field to some extent. Just 
how far, becomes a matter of policy, and (3) in 
particutar there should be full recognition of the 
principle of co-operative effort and organizations en- 
gaged in the co-operative distribution of gasoline or 
petroleum products should be exempt fxom such regu~ 
lations or policies at least to the extent of allowing 
one such organization to become established at any 
point. 

Now heve I made myself 
Clenr. Gir. 

THL CHAIRMAN: No. 


MR. BROW LEE: Seg pardon. 
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THE CHATAN: NO, at least I want to 
understand that exemption; assuming your principle is 
right, then there muat be a gooé reason for the ex- 
emption. 

HRe BROVNLiG: vell the exemption is 
simply this, et least the reason is simply this, and 

I may say to some extent it is accepted I believe by 

the departmental officials today, a co-operative organ-~ 
ization works on an entirely different princirle from 
what are called the privately owned or sometimes straight 
line companies in that any profit or surplus which they 
make does not go into the pockets of two, three, four, 
or any number of individuals who are not directly con- 
cerned as producers or consumers; in other words, if you 
have, such as the ivheat Pool is today, or the United 
Grain Growers, if you have a concern that is engaged in 
the co-operative marketing of farm products, then it 
differs from the so-called straight line grain companies 
in this respect that in the straight line grain com- 
panies the profit made may go into the hands of one, two, a 
thousand or more shureholders who are not producers of 
grain but with 3 co-operative marketing concern the 
profit goes back to those men who are the producers of 
grain and therefore it becomes an element in the amount 
which they receive for their productse They receive an 
initial payment. If they receive a subsequent dividend, 
patronage Gividend, that becones part of the price which 
they have received for their commodity. Now we do sug~ 


gest, we do suggest, that where you have a co-operative 
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concern distributing gasoline, thet the same principle 
applies, end ss I will point out in a moment, I will 
iliustrate how it has been worked out in our own organ- 
ization, that is whatever profit is made over and above 
handling expenses goes back to those consumers of 
gasoline cirectly who have made the enterprise possible 
and who are members of it and therefore it operates as a 
reduction in the price which. they are paying for that 
comriodity and in the case of a farmers' organization, it 
does work as a reduction in the cost of production in 
this Province by reducing to some extent ,;-even if it is 
only a slight extent,-the price which they have paid for 
that commodity. 

Now following up that 
principle then we say that if there is going to be some 
organization, whether it is a department, a department of 
the Government or whether it is a Board which may be 
created, to regulate, administer and control the whole 
field of production and manufacture and distribution of 
gasoline in the Province, ana if that department is going 
to say that in Lacombe "we think that so many stations 
will serve the district and there are so many there now", 
and there is not a co-operative organization there now 
and if c co-operative organization seeks to go in 
there, we think that the exemption, there should be an 
exemiption there in the rules or regulations to the extent 
that at least one co-operative organization will be 


allowed to enter into that field. 


Then your second exemption 
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really is more or less on the sasie line, iir. Brownlee, 

I suppose, that if a new competitore+--+ 

Mike BROWNLE:I: well rightly or wrongly 

we feel-=--= 

iAJOn LIPSiTT: Which has come in,that he 
should be allowed to come into the district with a view 
of increasing or keeping up competition, is that so. 

MR. BROWNLEE: well rightly or wrongly 

we feel that this Province has a large future before it; 
that there will be ea big increase in the distribution 

of gasoline. At the present time there are a number of 
companies engaged in the distribution of gasoline in the 
Province but if we turn to the United States we find that 
there are a great many more. Now it is quite conceivable,~- 
we understand that one large company hus come into the 
Alberta field in the past two years and it is conceivable 
that some other large company might seek to come in and 
commence operations in Alberta in the complete field, re 
fining and distribution. Now if the reguiations are 
going to be too rigid or too rigidly enforced, obviously 
a new organization cf that kind can be prevented from en- 
tering the field and prevented from expanding to such an 
extent that it would make its operations impossible and 
s0 we simply say that if the department is going to con- 
tinue,-and we are agreeable that they should,-we think 

on the whole, as I will show later, we think it is a good 
thing ,-the principle, but we do think that in any reg- 
ulations which gay be advanced or in any recommendations 


which aay come from this body, from this Commission, we 
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’ . aa 
think that there should be a certain anount of flexibility 


so that if a new organization might seek to come in and 
commence its operations here, they are going to be allowed 
to have service stations even st some point where other- 
wise it might be considered there are enough today, but 
certainly we say that if,-it does not matter whether it 

is our co-operative organization Or ahother ,-we cer- 
tainly say that if a group of farmers of sufficient nunm- 
ber get together to handle a product on a co-operative 
basis, distribute back on a patronage dividend basis any 
surplus over and above the actual costs of operation, 

that they shouid not be prevented from going into any of 
the major points of the Province. 

MAJOR LIPSETT ; Would you Limit that te 

a co-operative organization confined to farmers. 

Mre BROWNLEEB: Not at aii; Rot et elie 7 
am speaking naturally from the farmer's viewpoint but if 
for example in the city of Ldmonton or in the City of 
Calgary or in the City of Ked Deer or the Town of wWet- 
askiwin or the Town of Lacombe, if a number of consumers, 
who are not farmers, joined together in a co-operative 
enterprise, we would certainly say "Yes", they should te 
allowed just as much freedom as we ask for ourselves. 
PAJOR LIPSETT: You make the general npplice- 
tion and you use the farmer as an exariple. 

MRe BROWNLEE: Yes, so far as this reconm- 
mendation is concerned the only test is that it must be 
a co-operative organization, genuine co-operative organ= 


ization, operating as one ana the test of such a thing is 
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whether or not the benefits of the organization go back 
to the member consumers. 

mA JOR LIPSiTT: vow, ire Brownlee, in ref- 
erence to © new organization entering the field, would 
you confine that to « new orgenizetion coming in to 
refine some of the crude oil in the Province or would 

you extend that, have you considered it, whether that 
should be extended simply to marketing organizations com- 
ing, which may, from one point of view, merely mean an 
increase in the cost of distribution. 

Mine BRO WNLGiiS ; I think I would speak for 
my organization quite properly in this way if I say that 
we have the belief that it is not a good thing for any 
community to have the manufacture or the refining or 

the distribution too much in one or two companies and as 
a natter of fact I believe that these companies would say 
thenselves that they doubt if it is a good thing because 
in this present day and generation it is apt to lead to 
suspicions and apt to lead to a great Geal of unrest and 
therefore we feel that there may be still either in the 
refining field or in the distribution field, we feel 
there might still be enterprises, other bona fide, genuine 


COnGcerTnS=~~<— 


MAJOR LIPAETT: 2 Ags refiners. 

MR, BRO WLEE: As refiners, yes. 

uAJOR LIPSLEe: Or marketers, 

WRe BROWNLEG: Or marketers, we think there 


is still possibly room, having regard to the possible ex- 


pansion in the future, we think there should be some flex- 
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ibility at least left in the administration, so that if 

a genuine concern does come in, then it would have room 
to operate. | 

MAJOR LIPSiTT: Yes. 

iuke BROWNLEE: wow just while I am on 

that point, I probably should say this, which I intended 
to deal with in the latter part of my remarks, we do 
think at the sanie time there should be a greater control 
Over the efforts of those who do seek to come in, that 

is there should be some teeth in the Public Utilities 
Commission or somewhere, some little, some stronger 
regulation than there has been because in the past three 
or four years there have been a number of attempts made,- 
and I understand that right at the present time there 

are two attempts being made,-to organiz? refineries at 
small points in the Province on a so-called co~operative 
basis, which in the cases that have occurred in the past 
three years proved to be nothing more nor less than pro 
motion schemes, never went ahead, with the result that 
some of our farmers who are in a position to #dvence ¢ 
little money and did advance money,-and it *ccumulated 
into a very substantial amount,~lost everything they put 
ie We Gornot think that; it should) be too. éaay dor any 
promoter or any organization to become established in any 
branch of the yey that of course has to be a matter 
of great judgment on the part of those who are administer~ 
ing our Public Utilities Act on the one hand or if those 
functions should be transferred to some other body, a 


matter of their good judgment, good judgment on their part. 
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It would come under the 


HE agree With Mr. rrawley 


securities Act that would largely con- 


I imagine more or less 


that your suggestion would be that there should be 


flexibility on the one hand through this Board but that 


it will exercise some sort of quasi judicial diseretion. 


io 


Mee BicO Wiy Lids : 


MAJOR LIPSETT: 


QULTE. 


uot on the one hand issuing 


licenses to all comers. 


wine BRO WNLIisits 
WAJOR LIPSETT : 
excluding soue 
benefit to the 
ie BROWN Livits 
wiAJOR LIPSLEG: 
of discretion. 
luke BROWN LiL: 


allow e very ¢ 


MO 

and not on the other hand 
organization which would be a potential 
public generally. 

Guite correct. 


You would allow a great mersure 


I think you would have to 


ootumedweu re of. discretion and L think the 


personnel becomes a matter of vital importance. 


MAJOR LIPSET?: 


MRKe BRO WNiiuts 


Vital importance. 


Yes, and I may say, ana I 


want to say here that so far as our organization is con- 


cerned, we have had no trouble whatsoever with the ce- 


partmental officials either in the Licensing Branch or 


elsewhere, in any Province which we have had to take it 


up with them during the past two or three years, we have 
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found them extremely reasohable as we have attempted to 
enter certain points; some points we have met with a 

great deal of opposition fron the bus ine saes savaged 
there but we can say that so far, we have found the 
officials to be fair and reasonable. I think that 
probably looking back over the past two or three years, 

the only argument which we ever had of even a partially 
serious nature was rather with the Fire Commissioners 
then with those who were dealing with licenses; the 
regulations which they have recently drawn up as to the 
requirements for filling stations, that is the number of 
feet between the service station and adjoining property, 

we think is, we think that they are rather extreme having regerc 
to the stage of the development of the Province to- 
day and in one or two cases we did have a little difiecr- 
ence under those regulations but even there, in the last 
analysis we always found the department to be anxious to 
do the fair thing and I thought that I ought to make i% 
Clear that so far as our organization is concerned we have 
had no difficulty and we are prepared to support the theory 
of a continuation of some kind of supervision over the 
establishment of service stations. 

MAJOR LIPSLTT; That fire hazard is one thing 
that it might be to a man's credit that he erred on the 
side of over-caution, you have to be very careful. 

WR. BROWNLED: Oh unquestionably. We 
realize that the storage of gasoline is somewhat of a 
hazard although I think it has developed, it has been 


pretty well proven that the underground storage is not much 


of a hezarde 
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MAJOR LIPSETT: Tuigeb- 
MRe BRO WLEE: I know we had one case of 


a fire up in Peace River right over an underground 
storage, quite a fire so far as the building was con= 
cerned, it was a wooden building then and there was no 
explosion ox no danger, apparently no danger so far as 
the underground storage is concerned. 

I turn now to the next 
question if I may; there has heen considerable discussion 
before your Commission on the subject of the free dis- 
tribution of drums to farners and the views of my clients 
have already been placed before youe The farmer is not 
entirely to blame and possibly very little to blame for 
the development of this practice. It is possible that 
the practice was extended by competition. It was prob- 
ably an inevitable conSequence of the development of this 
industry in a frontier or seomi+frontier community and 
that development may have been aggravated by the efforts 
to introduce the use of gasoline as a fuel on our farms. 
The practice was probably extended by she competition of 
distributors for fam business. Apparently it was pre- 
valent in the early days in the States of the Union but 
the practice has given way there to more economical 
practices such as the truck tank delivery system. 

. were very much interested 
in reading the evidence of Dr. Frey in this respect. It 
is unnecessary to point out that the day of the truck 
tank delivery in this Province,-that is the general use 


of it: I believe it is here in some places,~is probably 
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still some distance before us, partly because of our 
scanty settlement and partly because apart from our 
main highways the roads of the Province for a large 
part of the year are unfit for such a plan of de~ 
livery. 

If we were to speak en- 
tirely eron tne viewpoint of distributors we would of 
course be glad to get rid of this practice. we admit 
it is bothersome, that there are losses in drums and 
the practice is somewhat illogical but on the other 
hand, we believe that by careful supervision the losses 
can be minimized and that while the practice involves a 
considerable initial outlay, it is not a substantial 
factor in the price structure. We are concerned great~ 
ly with the financial position of many of our farmers 
today. iiven under very greatly improved conditions we 
be lieve that an extended period of rehabilitation is be- 
fore them in replacing much needed implements of pro- 
duction and we believe that the distributing organiza~ 
tions can be depended upon to terminate this practice as 
soon as reasonably feasible and that it would be better 
to allow the practice te be gradually tapered off by the 
companies themselves than to attempt to suddenly put an 
end to it by arbitrary regulation. 

In other words ee consider 
the drum questicn is a compgratively unimportant inoident 
in the distribution system and one which could best be 


left to the distributors to solve. 


The position of my client is 
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very much the same++--— 
Ad OR LIPSET:. way LT interrupt you for 
a moment . 
Mite. BROWNLER: Yes, Mr. Commissioner. 
uA JOR LIPS : On this que stion of free 


drums,. would it not solve itself by a graddal process 

if there was an arrangement that no new drums would be 
purchased, leaving the existing drun system to wear it- 
self out over a period of possibly a year or soe 

MR. BROWNLER: (ell I do not know if I 
woul@ want to go even thet far, sir. I think that that 
might result in certain inequalities and I think that I 
would prefer tc leave our recommendation on this part- 
icular subject in the way we have and that is that the 
matter not be dealt with by regulation at all and leave 
it to the best judgment of those who are in the busines 
to try and discontinue it when they can. I think it will 
disappear from this Province ultimately as it disappeared 
in the United States but in the meantime, and I want to 
say that those for whom I speak and myself, we are not 
alarmists, and we do not want to appear to be stressing 
too much here today the position of the majority of our 
farmers. We have prosperous famlers and quite a number 

of them but on the other hand taking them by and large 
there is more discontent in this Province today than I 

have seen for some time end I doubt if it is a sufficiently 
important question, the drum question, I doubt if it is 
sufficiently important to stir up any resentment on the 


part of any of these men that in addition to the other 
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burdens and the other difficulties which they will have 
before them in the next few years in trying to re- 
habilitate the farm tiachinery, by trying to ada on, even 
this small, comparatively small, expenditure of providing 
storage facilities or containers. I doubt if it is wise 
that that should be put upon them. I think it should be 
left to the industry to deal with as the companies then- 
selves see fit. ° 


MAJOR LIPSETT: So long as it is continued, 


Mr. “Browilee, would that not mean that the companies would 


have to expend more capital in buying new containers to 
replace those which are worn out, and it has been subject 
to this suggestion that these drums are not provided free 
in the sense that somebody pays for them and presumably 
the farmer pays his share, ‘and that it might be more 
equitable thet the man who catuelly.gets the drums 

should either at once or over a period pay for that 
particular service that he gets, ‘instead of the general 
body of consumers paying for it. 

wie “BRO WNLE ws ell there is some, un~ 
doubtedly some initial expense in supplying drums. © There 
is no question about it but we do feel that, and we 

think that we have desionstrated that the losses ern be 
minimized by careful handling end after all when it is 
spread over a number of years we think that the cost is 
insignificant, probably one-eighth of 1%, somewhere 
around there, «* fraction of lf. 


MAJOR LIPSETT: So far as your organization 


is concerned, that is your distributing organization, you 
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do not provide any drums, do you yourselves. 
Me BNOWNLER: No, we do not provide the 
drums except in just a few cases but we «rc trying, 
coning before yuu and we are trying to the best of our 


ability to put before you the viewpoint of the man out on 


the land. 

THa CH ALICIAN ; Does the siaple Leaf provide 
Gruris e 

Re BRO WNLE Is Yes, they provide the drums 


for their share, that is one of the services which they 
provide for us. 

MAJOR LIPSETT: Is it the general practice 
of the organization to provide drums, the i:zaple Leaf, or 


is it only the exceptional case. 


nike BHXOwN Li: No, it is a pretty general 
practice. 

wAJOR LIPSET?: To provide drums. 

WiR~e BROWNLER: Yes. 

THe CHAIRMAN: Vith the exception of a 


very few cases the Naple Leaf provides all the drums and 


it isa part of the service they render for the money they 


are paid. 

MR. BROWNLEG: Yes, for the money they ere 
paid. 

SH CHATIC: AN: So they are not doing it 
free. 

MRe BHOWLEE: No, they are not doing it 


free. The service is free to the farmer but not free so 


far as the company is concerned. It does involve a capital 
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expenditures We are not Speaking for them in what I am 
sayitgi theit tlew might be quite @iffexent on the 
question of the drums: 
liAJOR LIPSEGT;: 4068s it follow from that 
that the farmer is paying for the drums in the pro 
portion that the expense is undertaken by the liaple Leaf 
and would it follow from that that it would be more 
equitable for the individual farmer who got the drum to 
pay the expenditure rather than that the whole body of 
the farsiers should pay for it, if they are not getting 
it-. 
MR. BRO WNL Ef: ell if it can be reduced 
to proef that the service was a naterial factor in the 
price structure so that it could be said to the farmers 
that the price of gasoline would be reduced by 2 cents or 
a cent and a half or a cent, there might be something to 
that argument but we do think that the cost is such a 
relatively small part and this practice has been estab- 
lished and we do think and we urge this to the best of 
our ability, speaking for the very large number of 
farmers, we Go suggest that at the present time it is not 
worth while trying to stop the practice by regulation and 
it would be better to leave this as a matter to be worked 
out as part of the economics of the whole business. low 


that is our viewpoint and we suggest it in the best way we 


can to the Commission . 
WAJOR- LIPSET?: | Perhaps I am pressing you 


too much, lire Brownlee, if I put this to you, that, as you 


suggest, that the working out of it, does that mean the 


ultimate elimination of drums. 
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MRe BROWNLEE: I think it will disappear 
from this Province. It disappeared in the United States. 
MAJOR LIPSEPT: YESe 
Min « BROWNLEE: and I do not see any reason 
why it should remain as a permanent feature in the 
economics of this Province any more than it did in the 
United States. 
MAJOR LIPSETT: Your position really is 
that the free use of drums should really not be stopped 
but that great care should be exercised in the method of 
bringing about its discontinuance and tiding it over. 
Mike BROWNLEL: Yes, and that can be done 
by the distributing organizations without regulations 


in that respect. 


(Page 16,772 follows) 
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THE CHAIRMAN: Of course,.the singular thing 

is, Mr. Brownlee, that, as I understand you, your farmers 

in your Rae tion are paying for the drums that they get, 
right to-day. It is only those who are not in your organiza- 
tion who are getting them free, because you are allowing 

part of the spread which would ordinarily come to you as &@ 
marketer and this surplus which would be distributed to 

your members, to remain with the Maple Leaf, the quid pre quo 
PoOreNewes in pert, their supplyine drums. So your 


fermersiare GdeLinitely paying for the use oftheir drums. 


MR. BROYVNGEE : Well, theoretically that may be 
true. 

THE CHAIRMAN: ye: (BO .o ane eb NO ae 

MR. BROWNDLESE : Theoretica liv. Practically we 


Say not because we are convinced of this, that if we went to 
the Maple Leaf Petroleums to-morrow, in negotisting another 
contract - and I speak now from some knowledge of what took 
place when the last one was negotiated - and the questiog 

of providing these drums was removed, I am satisfied that 

it would not make a difference of a quarter of a cent. or one- 
eighth of a cent in thc portion of the commission which we 
would be allowed and the portion which they would retain for 
the other serviccs. In other words, we consider that that 
difference between our commission and the 6 cents is compensa- 
tion for other much more important services which they render 
for us than the drums. and we are equally certain if the 
drum service was climinated to-morrow, Supposing to-morrow 
there was an Order-in-Oouneil or an edict that not one more 
drum should be provided in this Provinec, we are satisfied 


it would not vary or change the price structure to the farmer 
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at all and that, therefore, there is no discrimination 

as between our members and others. They would not in fact 
pay anything for this service. 

THE CHa IRMAN: I just want to Say, Mr. Brownlee, 
while you minimize it greatly, there are those who say it is 
important. ; Mr. Miller of the British American 0i1 Company 
Says, for example - and [I speak subject to correction — that 
they have an investment of about $800,000.00 in these drums. 
That is quite a sum of money. 

MR. BROWNGES: It is, and the Imperial OQi1----- 
TH: CHAIRMAN: And has quite a bearing upon the 
earnings and operating expense of that company. 

MR. FRAWLEY: The price leader - it is important 


Soropos Of what, you say - that tue orice leader has writtan 


Gown his drums to almost nothing. That just happens. 
THE CHAIRMAN: Yes) bub he has pata for teen. 
MR. FRAWLEY: The price leader has been paid 


over the years. The other comparies have to follow the bdrice 
peader . 

MR. BROVNLEE: iL would deubt af the: Bri pis 
Ameriean Oil Company - and I speak with the greatest respect 
of that company - I doubt if the British American Oil Company 
would care to make a definite undertaking that if you would 
discontinue the oractice of distributing drums in this 
Province that they would reduce the price of gasoline in the 
Provinee a guarter of a cent or an eighth of a cent a gallon. 
THE CHATRMAN : I am just pointing that cut to you. 
I do not say at all what we recommend or suggest. But I am 
just pointing out to you you minimize the thing as being 


trivial, and it has not appeared so before us from the major 
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companies, 

WR. BROWNING Haven't you taken me just a little 
Wrongly, My Lord. Is not my point rather this, not that it 

PS UPiviel. it involves a substantial initial outlay. But 
trivial in the manner in which it worked out as to the per- 
centage per gallon of the amount of gasoline that is distributable 
annually over the period of the lifetime of the drums. I do 
not suggest that the outlay that the British American Company 
has made is trivial. $800,000.00 is $800,000.00, and 

that is a large amount. But [ am sugsesting that if the 
lifetime of the drums is taken into consideration and if you 
take into consideration also the losses under & careful 
demonstrated scheme of trying to avoid disappearances, that 
when you work that out and work it out on the volume of the 
farmer business, I still am inclined to think it would work 
out as trivial, a comparatively trivial amount, coming dow. 
tO Say one-eighth or a quarter or something like that, of 4 
Ceru. ii other words, our point is not that it doés nop 
involve money but it is a bothersome thing to us and I say if 
we looked at the matter purely from our interest as dis- 
tributors and nothing else, then we would do away and would 
Pevento set rid of Lt. But we co say it will not change 

the price of gasoline to the consumer. ‘Ye do say it is not 

a vital thing in the price structure and having regard to 

the conditions in this Province to-day we think that more 

harm than good would result, so far as the farmers are con- 
cerned, if there was any attempt made $0 Stop it immediately 
and we think the better way is to leave it to the distributing 
companies themselves. That is our viewpoint, whether it he 


right or wrong, and that is what we have to submit for the 
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judgment of the Commission, 
MR. COMMISSIONER LIPSETT: Do you happen to know what is the 
practice as to containers in the case of creameries? 
MR. BROWNS: the practice has never developed 
there at all in the rrovinee. I act for a number of co- 
Operative creameries but I Mmve never gone into it. But I 
understand the farmer has always from the beginning, wi th 
respect to creameries, has furnished his own cans. Now, mind 
you, there may be a reason for that in the case of a creamery, 
which would not apply in the case of drums for gasolir . 
Because, in using containers to distribute gasoline, after 
aL iyyou’do distribute a rather standardiged product. That is, 
you won't have variations between one container of gasoline 
enc (another. But when a farmer is sending his cream into the 
ereamery there are a number of factors that are of vital 
importance that make it necessary that he should probably 
own his own cans. There is the condition of cleanliness of 
the can itself, how it has been cleansed before the cream 
goern into it; and every can may test out differently so far 
as butter-fat. is concerned. 

The position of my client is very 
muz2h the same with respect to the so-ealled free delivery 
sy stem which has been the subject of much discussion wi th 
many of the witnesses who have appeared before this Commission. 
We have studied with much interest some of this evidence 
but have seen no reason to alter the opinions expressed in 
our previous submission. Ve still somewhat stubbornly adhere 
to the view that the term is a misnomer and that the farmer 
in fact pays for the service in the extra cent paid over the 
dealer's orice and that this extra cent is largely trans- 


portation cost. In no sense can the cost of delivery be said 
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to be reflected back upon the refinery or distribut ing 
organization which receives the same price at any specified 
point whether the commodity is sold at the dealer's price 
or at the delivery price. This practice has’ become well 
established and while any distributor, considering his own 
interest Only, would no doubt be glad to have the pwactice 
changed still speaking as a farmers! organization and 
representing many farmers in the Province we would hesitate 
to suggest any change. admittedly the mactice serves to 
place the farmer residing some distance from a distributing 
point on an equal footing with farmers residing elose to or 
adjacent to such point and may therefors appear to take away 
from the latter farmer the advantage which otherwise his 
peGenoaphnical position would give him. The farmer living 
some miles from such a distributing point is not there 

Set Pemy@: mis own volition. Our farm) econcmm in western 
Canada is such as to make certain large holdings inevitable 
and we have to face the practical reality that possibly a 
majority of our csarmers live at some distance from a 
distributing point. The present delivery system does serve 
to pool the transportation costs among farmers served from any 
particular point in the Province and is in accordance with 

a prineiple which is part of the philosophy of the farm 
organizations. Moreover on account of the comparative 
Shortness of our seasons from seed time to harvest and the 
uneertainty of weather conditions, particularly during the 
harvest season the delivery system does serve to supply the 
requirements of farmers without unduly disorganizing or 
delaying their harvesting operations. This is particularly 
true ina season such as that through which we have just 


passea when, on account of frequent rains and early snows, 
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our farmers have experisnced the utmost 6 aig sg lage Ba 
harvesting their ¢rops and every hour saved for harvesting 
operations meant a ereat deal to the individual farmer. 

If I may just.interject there 
to point out that in taking the position as an organization 
that the present system is co-operative in its nature and 
it is a pool delivery expense without regard to geographical 
position, we are taking the logical position because for 
years as a farm organization we have been engaged in fighting 
the ixnportance of strict adherence to the geographical iuea 
throughout Canada. The whole fight with. respect to freight 
rates on grain for years past by farmer gorganizations has 
been a fight againct too close adherence to the ganoceaiaaa 
position as a Tactorsin freight rates. Our fight for the 
Gaetriburion of coal, in this Province is a fight aeain st 
too great adherence to the idea of the advantage of 
geographical position. It is a disadvantage in this Province 
in both cascs. And so we feel we are Somewhat consistent 
in taking the position that if the present free delivery 
system docs work out as ponling the delivery cost without 
regard to geogriphical position that we are not entirely 
inconsistent with the view we have taken in other matters. 

Ye believe that certain alternative 
Suggestions have been discussed such as that of two prices, 
a posted warehouse price of one cent less than the delivery 
price. We doubt very mech - and we submit this with very 
great defercnce to those who suggest it - we doubt very much 
that this would prove any great improvement over the present 
system. We think the inevitable result would be tha t 
ens living close -to or adjacent to the delivery point 


would take advantage of susha posted price, leaving the agent 
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to serve the outiyiny districts at the delivery price with 
the result that he might not be able to carry on under the 
present commission rates. 

For example, if you take Tene 
PeOrder tO -Ury and illustrate what: 1 have. said. thare.* Ff 
you take -edue 45 a typical point and you see that the 
dealer there may be supplying an area, a circle of some 15 or 
16 miles roundabout and the two price policy was put into 
effeet, you might have the farmers within the 5 mile circle 
taking advantage of the posted price and then the agent is 
mera vO Ury and serve the farmers from the 5 mile cirete 
@ay to the 15 on the 1 cent that is allowed him. Ana there 
aust & question whether he can fio it. He might refuse to 
Geert and At might be that a regulation of that kind mich t 
put an end to the delivery system such as we have it. 
Seivicusly, if 1+ is devided, if the judgment of ‘those who 
are considering. the question, should decide that the two price 
system should prevail, of course we wiil adhere to it. 
But I am voicing, 1 know, the views of those who are 
instructing me when I say that they cannot see the advantage 
to that, «& very great advantage to it, and they would 
prefer to leave the delivery system as it exists. 
MR. COMMISSIONER LIPSETT: I do not know if you saw the 
evidence that the Imperial Oil gave on the same subject. 
They say that they tricd it out in Saskatchewan and they 
had complaints that that happened and that the agent foun 
he had all the faraway deliveries to make and had not enough 
to do it. The people close by came in and took advantage of 


the reduced price. 


MR. BROWNLEE: I did not know the Imperial had 
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given that evidence at all. ‘The only copies of the evidence 
that I have attempted to look through are those that con- 
tained the evidence of Dr. Frey. I did not know that that 
evidence had been given. Certainly that is the viewpoint 
which my people have, quite independently of any viewpoint 
expressed by the Imperial. 

Ye doubt if there is any wide- 
spread dissatisfaction among farmers with the present practice 
and we therefore respectfully suggest that it may well be 
left to work itself out according to the exigencies of the 
future. For whatever value our views may be we express the 
Opinion that any attempt by regulation to do away entirely 
with the so-callcd free delivery service would meet with a 
great deal of resentment on the part of the farm population 
and we do not see sufficient merit in any alternative pro- 
posal to warrant any change in the present practice. Wwe 
cannot see that it is an important factor in the price 
structure of the Province and prefer to regard it as an 
incident in our present distribution system whieh will 
probably work itself out as our farming methods are changed 
in the future and the demand for petroleum products increases. 
MR. COMMISSIONER LIPSETT: Just on this subject, did you 
get an opportunity of being informed of the alternative syste 
that has been suggested by British American, that is to 
establish «u very substantially increased number of stations 
where the farmer can come without much practical inconvenience 
and draw his supplies; and that the delivery system be 
abandoned owing tc the increase of these distributing stations? 
MR. BROWNLED: That was a matter that was 


discussed with my clients, yesterday. We have been watching 
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the experiment or the change made by the British samericaa 
with a great deal of interest, of course. I am instructed 
to say there that we do not feel that we have been able to 
observe the result of that enough to express an cpinion as 
to whether it is an improvement over the old system or not. 
pnd, i om not expressing any oninion. | le that alijon that 
point? 
MR. COMMISSIONER LIPSET?T: That is all, thank you very much. 

When Mr. ~riestley first appeared 
before the Commission there was a great deal of discussion 
as to the position of the jobber in the present scheme of 
marketing in the Province. «as a marketing organization 
concerned in advancing our own ideas and ideals and our own 
methods of marketing we were and still are reluctant to 
enter into any extended discussion on that point. The jobber 
organizations have submitted ‘eum cwn views and are quite 
competent to speak for themselves. We only venture to raise 
the question at this time because of the connection of our 
own organization with Maple Leaf Petroleum Limited,which 
company will no doubt be classed as a jobber organization. 
We do not look upon the U. F. A. Central Co-operative 
Association Limited as a jobber organization but as the co- 
operative effort of our meaber farmers to purchase their 
petroleum requirements at as low a price as possible. At 
the same time we feel that in all fairness we Should emphasize 
again the fact that whe particular contract which our 
organization has with Maple Leaf Petroleum Limited was one of 
our own deliberate choice and preference and - we could 
have had a straight jobber's contract - that the arrangement 


entered int>o by both parties on a straight business basis 


be jatece Ae EASIER MOND del EER, SRO ee? ‘ bio 
Sea heiihe G8 ise ROM ta apes Mew ae: TEI tame eae) : aie 


pepe 


ae 
Di, A 


SRE ii) ets Me orca 


y ‘ cae i 


ee Bey R he gor 


ae sy Pe 


= len jee 


J. &. Brownlee, K. OC, 


Should not be disturbed or prejudiced. We have heard the 
Suggestion made in some quarters that as Maple Leaf Petroleum 
Limited is wholly owned by Imperial Oils Limited and as its 
business consists very largely, if not almost entirely, of the 
business done with our organization there is really no 
justification for its existence as a jobber organization. 

Any such criticism of course reflects at once upon the 

nature of our own business and vitally affects the possibility 
of our organization reniaining in business. No evidence 
whatever has been produced to show that the total margin 
available to that company and our organization exceeds the 
margins usually and generally allowec to jobber concerns so 
that there cannot be the slightest suggestion that the 
arrangement under which we are now working as an organiza- 
tion has had any detrimental effect upon the price structure 
of gasoline or petroleum products i1 the Province. On the 
other hand the arrangement has permitted our organization 

to develop itself as a co-operative organization ina 
substantial way and to become one of the important factors 

in the marketing of petroleum products in the Province and 

to develop that business with a minimum of capital and with 

a degree of financial safety which would not have been 
possible under any other arrangement. 

Ye feel we might properly say 
furthe that the Imperial Oil Limited are deserving of credit 
rather than criticism for Mmving made available a subsidiary 
company which has enabled ¢0-operative organization to become 
established and to extend its operations fairly widely 
throughout the Province, at many points in competition with 


its own agencies. ‘e also are confident that this Commission 
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will have every sympathy with the viewpoint that our 
organization may safely be entursted to determine whether 
at any time in the future we snould seek to enlarge our 
operations so as to take over any of the functions which 
are now being performed far us by Maple Léaf Petroleum 
Limited, particularly when we again emphasize the fact 
that there is little, if any, duplication of effort between 
that company and our organization. 

in our previous brief we indicated 
the growth of our organization since 1935 when we had a volume 
\F Ong: o69,,CI0 gallons -"it is true that.is for wrt of 
that year only - to 19458 when we hada@ gallonage of 
3,494,768. For your information we may now supplement that 
Statement by saying that at the end of the riseal year, 
October 31st, a furtner increase was shown over 1938 and the 
sum of &22,000.00 was set aside for the payment of dividends 
to purchaser customers which means that before Christmas 
this co-operative will have distributed approximately 
$105,000.00 in dividends since it first entered upon this 
branch of co-operative activity. While this amount may 
not appear large in view of the total gallonage distributed 
in the Province, still it shows decided progress and indicates 
clearly the value of the co-operative method of distributing 
petroleum products and particularly in effecting some 
reduction in cost to the farmer consumer. 

There can be no question that 
the co-operative system of distribution is effective in 
reducing cost, In an address before the “heat ‘ool delegates 
in Calgary recently the claim was made on behalf of the 


co-operatives of North Dakota by the President of the 
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Farmers' Union of that State - I have the address here, as 
a matter of fact - that the co-operatives of North Dakota 
had saved farmers some $46,000,000.00 in the past ten years 
in their expenditure on petroleum products. Similar claims, 
although to a much smaller degree, having regard to their 
comparatively short experience, - and the comparative popula- 
tion - are advanced by the Saskatchewan farm co-operatives. 
That these claims can be fully substantiated may be doubted 
by some, but none can deny that very great savings have 
already been effected, giving ground for the belief, that 
when the financial structurcs of the co-operatives in 
Oanada have been soundly established, they will be a genuine 
factor in reducing farm operating costs in petroleum 
products as well as in other commodities. 

We hawe reason to believe 
further that the surest way of preventing abuses or 
unsound practices in the distribution of petroleum products 
ig in) the long view by encouraging the development of co- 
operative enterprizes. In advaneing this view, as a farm 
organization, we can look back over thirty years of history 
of the grain trade in the West. That period has witnessed 
the development of strong co-operative organizations 
commencing with United Grain Growers Limited in 1907 and 
culminating with the organization of the “heat Pools in the 
three prairie Provintes. These organizations working with 
the other farm movements were largely instrumental in 
formulating the present Canada Grain act and in having © 
established the Board cf Grain Commissioners for Canada, 

We doubt if any grain company would say to-day that there 


ig undue interference in the business conducted by it. 
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That is by the Board of Grain Commissioners to-day. 

The straight line companies and the co-operatives, al though 
in strong competition one with the other , meet together 

in a sort of mutual respect. 

It is interesting to note also 
that although a number of enquiries have been held into the 
grain trade in its various branches, when Mr. Justice 
Turgeon conducted his enquiry within the past two years, 
in all his itinerary throughout “Vestern Canada not one 
farmer appeared before him to voice any complaint in the 
actual handling of his grain. The entire attention of 
every witness was directed towards the oroblems of external 
marketing. ve feel therefore, we can safely assume that 
to the same extent farmers' co-operativees can work side 
by side with other concerns in the distribution of petroleum 
products and exercise an important influence in maintaining 
the business on a proper basis having regard to the 
important interests of the consuming public. We trust 
therefore that in any recommendations which this Commissi on 
may make, the interests of co-operative organizations will 
be amply safeguarded and every cncouragement given towards 
their future growth and success. 

The past fall has proven a 
ditfieult one and the experience of our organization during 
that period fully justifies the judgment of its Board of 
Directors in deciding upon the particular form of contract 
under which we are working and our relationship with Maple 
seaf <etroleum Limited. 

“his brings us to a consideration 
of a question which possibly has not received much atvention 


from witnesses who have apneared before the Commission. 
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We have already referred to the fact that largely speaking 
we have a one-sided agriculture. Tens of thousands of 
farmers depend mainly upon cereal crops, chiefly wheat. 
During the period of settlement in this Province, farmers 
have absorbed most, if not all, of their earnings in paying 
for capital improvement and buying machinery while in 
recent years prices for commodities have fallen to all tim 
low levels and a difficult debt situation has arisen. 

Until prices substantially improve there will continue to 
be a constant demand for credit. It is in fact ‘@ question 
as to mether credit under any conditions in Vestern © anada 
is not indispensable. Certainly in recent years the 
average farmer has approached the harvest season without 
any reserve of cash, anu credit in large amounts has been 
indispensable, however much distributing organizations may 
enceavor to keep themselves on a strictly cash basis. 
Notwithstanding all instructions to the contrary agents 

do allow credit and credit losses may be reflected in 
shortages in their accounts. On account of the weather 
conditions prevailing over a large part of this Province 
Since the commencement of harvesting operations this 

year and also because of the difficulty of obtaining storage 
facilities, payments on accounts have been delayed. ‘le 
doubt if anyone will seriously maintain that any legitimate 
expenditures entering into the harvesting of @ crop should 
not be a preferred charge upon the »nroceeds of that crop. 
We do not single out petroleum products as the only product 
entitled to such preference and are quite prepared to 
concede that there are others. Some tire ago provision was 


made in the bills of Sale Act for the taking and registering 
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of a Bill of “ale for neccssities, but this has proven 
gsomuwhat cumbersome ahd little advantage has been taken 
of this provision. We suggest that if this Commission 
could see its way clear to suggest that some simple form 
of statutory lien might be provided for such necessities 
much of the element of risk now attcnding the furnishing 
of credit and a very considerable element of cost in 
digtribution would be elininated. 

Your Lordship will of 
course appreciate all the difficulties that surround a 
bill of sale and make it a very awkward document to 
take. I want to say there in making that suggestion we 
are not speaking so much ourselves as a co-operative 
concern, or ‘ve are not speaking seo much for other dis- 
tributing organizations. We are speaking there prin- 
cipally for the agents, because after all it is the 
agents out in the country who have to take and do take 
very much the brunt of the losses, although of course 
they do come back to the distributing company. 
MR. COMMISSIONER LIPSET?: ig there not some system 
that has been brought in recently, Mr. Brownlee, similar 
to what you recommend, in connection with the automobile 
industry - for repairs or something. Do you happen to 
know anything about that? 
MR. BROVNLES: if you are referring to tthe 
Bill that was passed at the last session or two sessions 
age marine ea Lren----- 
MR. FRAWLEY: | AB garage man's lien. 


MR. COMMISSIONER LIPSETT: a garageman told me----- 
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MR. BROWNE Et That is the Garage man's Lien. 
Tt was passed at the last session or two years ago. It 

goes very far in giving a lien upon a car whether it is in 
or out of a garage, for repairs which have been made WHO Hy be 
MR. COMMISSIONER LIPSET?: He told me they were very 


anxious to get this to give some time for the payment of 


repairs, having regard to the Statute. I do not know 

what it was. ‘as it something like that you had in mind? 
MR. BRO'NIEE: Yhat I had in mind was this, 
that instead----- the principle has bem established. It is 


not a new principle because away back in1 925 or 1926 
probably - I think it was before 1930 anyway - when the 
Bills of Sale Act was amended to allow for a bill of sale 
for necessities on growing crops. Tha 0608, DLs 
Sale on growing crops for necessities. 

MR. FRALEY: Section 16. 

MR. BROWNIE: Section 16, 0f the Bills on sale 
Act. You will understand, Mr. Commissioner, uncer the old 
law, prior to the time of the passing of this amendment, 
that a lien on growing crops could not be taken, or a bill 
of sale or a chattel mortgage. So an exception was made to 
that by amending the act and providing for a bill of sale 
on growing crops to secure necessaries. fnet ws) for 
groceries, binder twine, and it would include fuel oil. 

The bill of sale provision is awkward. Affidavits have 
to be taken. ‘There are many technicalities surrounding 
the whole question of bills of sale, with the result it 
has been very little used. What we are really suggesting 
is that that might be repleced by something in the form 
of a simple Statutory lien, very much the same as the 


Government uses in connection with the distribution of 
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seed grain at the present time under our Seed Grain act. 

You will fina it is a very simplc short form of lien and 

then the Act goes on to say what the privrities are with 
respect to that lien. ‘We think if some very simple form of 
lien of that kind could be made available to our distribut- 
ing organization it will not be objected to by the farmers. 
Because the farmer wants to pay. He will pay for these 
immediate necessities to the extent he is protected from 
some other creditors. But in many cases other creditars, 
earlier creditors, mortgage companies and others, may step 

in and prevent him from carrying out what he fully intends 

to do and then it is reflected back upon the agent of the 

oil company. So that is a suggestion that we throw out 

if it is considered by the Commission as worthy of consifera- 
tion. 

THE CHAIRMAN: That applies to the whole trade, 
of course. 

MR. BROWNTEE: Oh yes. We do not ask for any 
particular preference there. I think that the agénts out 

in the country this year, I think all companies will agTfee 
that they have beer put in a very difficult position. You 
take the line between here and Edmonton, say from Olds up 

to Ponoka or ‘Jetaskiwin at least, where it is only recently 
that they have been able to get their crops threshe@. Payments 
have been delayed and very greatly delayed and the whole 
situation has been made extremely difficult. The low price 
situation makes it more difficult still. Now, here I want 

to digress from what I have written and to desl with & 
subject that I had not intended to deal with at al] when I 
first came down. But we thought probably you, My iord, ad 


ir. Commissioner, might wish to have our view on that sub ject 
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and that is the whole quewtion of the gasoline taxes and 
exemptions and pdassible law. \ 

TH! CHA IRMAN: That is one of the’ tianeaw 

have noted to ask you about, is the whole subject of paarane 
which you, no doubt , will be well able to spoak on, not only 
as a representative of your organization but because of the 
Study and experience you have had in connection with the 


problem. Well, we will start at two o'clock. 


(at this stage the Hearing was adjourned until 2:00 P. M. ) 


i 
- 16,790 - 
2.00 P. M. Session 
MR. BROWNLEE: My Lord and Mr. Commissioner, 


before we adjourned I had tried to express the viewpoint 
of our organization on such matters as drums and free 
Gelivery and made some observations on the co-operative 
nature of the organization. 

During the adjournment on the 
question of drums, without wishing to go back and spend any 
time on it, a rough calculetion was made which might throw 
a little light on what, just how it fits in with the price 
structure. If you take an average of 10 years for a steel 
drum, which we think is qui te cinch tyecth a turnover of 8 
times a year, which I think most of the companies will agree 
is a fair average and that makes a turnover of 80 times for 
the drum and 45 gallons, making a handling of 3600 gallons 
during the 10 years and as I say, we think that is a low 
average --- 

THE CHATRIMAN: Except for the fact that they say 
they do not get the turnover. she farmers use these drums 
quite indiscriminately. They do not buy their oil from 

the people from whom they get the drums, necessarily. 

MR. BROWNLES: I think that was the experience 
at first veceus3, and I want to be a little careful about 
what I say here because I do not want to be voicing any 

Cia werem ev .all ---- 

THE CHAIRMAN : Mr. Plotkins brings it right up- 
to-date, he told us yesterdey that he uses any drum which 


comes along. 


MR. BROWNLE4: Well, Mr. Plotkins may. 


TH CHATRMAN: That he has not bought any for 
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years, eight years. 

MR. BROWNLEE: He may. I do not know Mr, Plotkins: 
method of doing business and I cannot make any statement about 
that but it is the viewpoint of our orgenization that the drum 
situation did not arise exactly through e demand and we think 
that there could heve been and still can be, and we think 

thet we, as an organization, are making a m ch better check- 

up on the whole drum situation than prevailed when the system 
was first introduced and we think that the whoic question cof los: 
can be minimized and we think in the estimate we made here 

of the estimated life of 10 years that we are making allowance 
for losses and putting it on the basis of 3600 gallons with 

a cost of $8.00, which works out at .22 cents which is, .22, 
which is less than a quarter and possibly ih another basis of 
calculation that you may use, we doubt if you can bring the 

cost of drums over the life-time of the drum, over the average 
life-time, we doubt if you could make it higher than 1/8th to 
1/5th of a cent, certainly not more than a quarter. 

MR. HARVIE: Our evidence on that is 26 cents, 


Which is just over a quarter, the experience of our Company. 


MR. BROWNL3E: o 26? 

MR. HARVIi: Yes. 

MR. BROWNLEE: | Which rather checks up with our 
figures. 

MR. FRAWLEY: And which, according to some 


points of view, might look like a great deal of money when 


we start to try to shade the price of gasoline, 4 quarter 


of a cent looks like a mountain. 


MR. BROWNL#E: 4nd with all due deference to 


what has just been said, I want to suggest this, that the 
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drum situation in this province is probatly very much inter- 
woven with the free delivery araveus A farmer phones in for 
gasoline during the harvest time which has to be delivered. 

It is very doubtful if you ean make any arbitrary cut-off 

of a system that has been developed over the pioneer days 

of this Province without possibly also dragging down another 
practice very materially which is the free delivery system 
and again, I suggest, and it is only to put before you as 
clearly as I can, the viewpoint of our own organization -—- 
TAS CH ATRMAN : I suppose you say, Mr. Brownlee, 
if you have not already said it, that this was something really 
foisted upon the farmer because of the anxiety of competitors 
to get their business, rather than the fermer demand requiring 
it to be done? 

MR. BROWNLE#: Well in my argument I put it on 
three grounds, I do mt want to load the responsibility on 

the companies entirely, i) thinkethat first ofyeali ge.a8 

the outcome of a scheme of delivery in the pioneer days, as 
Dr. Frey said at one time existed in the United States, 

about drums; I think secondly there was a period in the 
history of this Province when there was an intensive effort 
made to educate the farmer into the use of gasoline as a fuel 
oil for his machinery and a quite justifiable use of the drums 
may have been auxiliary or part of the efforts of the company 
to educate the farmer into the use of gesoline as a fuel 

and thirdly, I do think that there was ea time in this 
Province, end I doubt if any of the major companies or any 

of the companies will dispute it, when there was a very, very 
intensive competition, when competition was very intense 


between them and that in their anxiety to get the farm 
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business, I think the drum situation was used, The farmer 
himself, 1s am not trying to relieve him of all responsibility 
but I think that with truth we can say that this practice 

was developed in this Province first, because of being a 

very convenient end handy way of dealing in a pioneer 
district and secondly as part of an educational scheme to 

try anc educate the farmer in the use of gesoline as a fuel 
and to some extent the competition of the companies themrelves. 
Now it is clear that we are in the worst time of the history 
of Alberta today to make any change which takes an additional 
eo.00 Hill from the farmer. ‘Mr. Commissioner, I think that 
IT have been in fairly close touch with the farmers of Alberta 
for some years and certainly I have never seen quite as much 
real discontent in the country as there is at the present 
time. It is there and weheveto face it and I do think 
that it is a bad time to make any change in the existing 
practice which has grown up in our re neer deys unless there 
is some very striking and some very real reason for it and 

on the evidence given by the British American, the statement 
just made by Mr. Harvie, as to how it works out in their 

case and on our estimate, it just gets down to this, is it 

of sufficient importance to make some arbitrary regula ion 
which is going to cut it off, or even to say that there 

will be no more additional. drums, or is it not better to leave 
this as one of the things which will unquestionably be worked 
out by the companies themselves as we develop. If ‘the: price 
of wheat say, seid increase to $1.00 a bushel or $1.25 a 
bushel next year we should have an entirely different siti tion 
and the change might be made then, which now would arouse a 


very considerable amount of resentment at the present time 
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and sO we just come before you as «4 farneuts organization 
and say to you that we think thet the drum question is one 
that is better left to just, let the companies work it out 
as they unquestione bly will over a period of years rether 
than to make any regulation now which would be to make an 
early determination of the whole qestion. 

MAJOR LIPSETT: Mr. Brownlee, on the qwstion of 
the figures you have just given us, as you have that work ed 


out, you estimate thet 3600 gallons are used over the 10 years 


per drum? 

MR. BROWNIES: Yes. 

MAJOR LIPS3STT: which means 360 gallons a year 
per drum? 

MR. BROWNLEE: Yes. 

MAJOR LIPSSTT: Now on a saving of a quarterof a 


cent on that, that means $90.00, does it not, or is it $9.00? 
MR. BROWNLEE: [92006 

MAJOR LIPS3TT: “9.00, so that en your theory 

the farmer would seve $1.00 a year? 

MR. BROWNLES: Ch, he might on that basis, yes, 
if you show it that way, if you show it that wey. 

MAJOR LIPSET?: I was wondering what you thought 
about that? 

MR. BROWNLEE: | _ ‘My answer to that is that there 
will not be a quarter of a cent saving. My answer is, and 

I will venture this opinion without any hesitation, that, 

do away with these drums and you will mt change the retail 


price of gssoline to the fermers of this Province by a@ quarter 


of e cent e gallon. 


TH? CHLIRMAN: Well, supposing you could, would 
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you welcome it in lieu of drums or would you be against it? 
MR. BROWNLEE! © I think the figureswork out at 

90 cents; do they not? 

M&JOR LIPSETT: Well, I was doing it very roughly, 


it is 360 gallons. 


MR. BROWNLS 3: 560 gallons. 
WaAsOR LIPSsIT: One quarterof that. 
MR. BROWNLEE: 560 and 1 cent would be $3.60 


enue Uduerter of 1 cent-is 90 cents. 

MAJOR LIPSHTT? Well; that is 90 cents per year 
for ten years and that is %9.00. 

MRe COTTLis: The explanation of thet is that 
Mr. Brownleets figure is not really a quarter of a cent, it 

PS oss 

MAJOR LIPS&STT s iL understand that but the British 
American was just over a quarter. 

MR. COTTLE: Oh; yes; On the, British American 
figure. The Imperial's figure on the same basis was about 
«12 rents, due to the greatly depreciated investment they have 
in the drums. 

MAJOR LIPSETT?T: I was going to say that to Mr. Brown 
lee, that it was really part of his argument perhaps, that 
these figures would be taking it on the new cost of the drums 
whereas I suppose you say the drums are there in existence 


today and very much depreciated. 


BROWNLEE: They are very much depreciated. 


4 


MRe 


MR. FRAWLEY: And only the Imperial will change 


the orice. They are the price makers, and if it is only 


.l2 cents it is negligible. 
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MAJOR LIPS2T?T: May I put this other point of 
view to you, supposing you were free to go out and make 
another deal, and instead of going to the Maple Leaf you 
went to the British American or some other company and 
said, “Now look here, we have been getting free drums end 
we are getting a certain commission but we want to get a 
better commission and in lieu of that we give up the drums," 
do you not think you would get some reduction? 

MR. BROWNLEE: No, not a quarter, not a fraction 
Ore percent. 

MAJOR LEPSEHTT: That is your view? 


MR. BROWNLEE: That is my view and I base that 
upon the negotiations of, two consecutive periods of negotiatio: 
in which we have negotiated cur contrects and renewed then. 
MAJOR LIPS&TT: You have a very depreciated value 
in ane drums and --~ 

MR. BROWNLS 3s: I think 1 am certain in saying 
that in all these negotiations the question of drims was 

not a factor at all. 

Now My Lord and Mr. Commissioner, 
with very great hesitation ft enter into a discussion of the 
tax situation in the Province of Alberta and make some olserv- 
ations, again from the standpoint of the farmer's organization. 

First of all I will read something 
which I have prepared here and possibly add to that orally. 

We understand that opinions have 
been voiced before this Commission by a number of witnesses 


with respect to the Gas Tax, the Gascline Tax or the Fuel 


Oil Tax, I think, is the proper name, and the 2xemption now 


enjoyed by farmers along with other users of gasoline for 
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e 
industrial purposes. A number of suggestions by way of 


changing this tax sre raised from time to time, not only 
before this Commission but otherwise in the Province, 

and some of which have no doubt been advocated here, 

The most frequent suggestion is that the tex be reduced to, 
Say, four cents and no exemptions be allowed, and I might 
just say here that upon a calculation of the consumption 
G(ieees In this province last year with @ straight vtax of 

4 cents 4 gallon, with the climination of the exemption, 
that a straight tax on all gasoline of 4 cents would bring 
more money to the Government than the tax of 7 cents with 
the 6 cents exemption so that we do face that fact, and I 
may also say that in the years in which 1 was somewhat 
engeged in the edministrative work in the Province that 
this suggestion of eliminating the exemption and reducing 
the tax was one that was very frequently put before us. 

I will dealwith that in a moment. 

Another suggestion recently 
expressed is that distillates and similar sub-third 
structure products be exempt, doing away with the exemption 
On higher grades. 

Now first of all I wént to deal 


with the equestion of exemption --- 


THE CHAIRMAN: - Mr. Brownlee. 
MR. BROWNLSS: Yes, My Lord. 


THR CHAIRMAN: Another thing, and that is the 


broader question, ©s to whether cr not gasoline should be 


taxed at all, recognizing thet the Government must have 


revenue, should it get its revenue by imposing a more 


general tax applicable to all people or does the theory 
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of road tax stand? Now that too has been raised and on 
which we would like the benefit of your views, is it sound 
to pick out an industry end say, “How much Gan we get 

out of it", whether it is through its consumers or mt, 

it is one way or another, it is a tax on petroleum and its 
derivetives. Now does a general sales tax or a variation 
of the requirements of payments on income meet that better 
or any other taxation scheme that may be devised, that is 


the bigger subject agein, on which we would welcome your 


views? 

MR. BROWNLES: Well ---- 

TH: CHALRMAN: (hich is in before us. 

MR. BROWNLGGs Yes, I understand, I have touched 


on that question a little bit later. 

THE CHAT RMAN: Oh, well, very good. 

MR. BROWNLiE: And if I might, ity Lord, wat 

I would prefer to do, is, to keep my own thoughts in order, 
if I might deal with the question of the gasoline first 
under the existing taxation and then I will come to thet 


and I will make such observations as I think I cen offer to 


MOUs. 
THE CHATLRMANS: Very good. 
MR. BROWNLEES Speaking on behalf of a farmer's 


organization, we are definitely opposed to any change that 
would result in a tax being imposed on gasoline products used 
in trector or other power machinery on the farm. The farmers 
are satisfied with the present arrangement which gives them 


a six cent rebate on all such products and see no reason for 


@ change. 
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Now that statement may have 
to be modified slightly and I will mention it in 9 moment. 

It cannot be too emphatically 
stated that the western farmer cennot be made the subject 
of any further levy on the cost of vroduction; certainly 
not with the present level of vrices. 

the farmer is not the only 
class thet obtains the benefit of this exemption. Any 
person, firm, or corporation using gasoline for industrial 
purposes obteins the same benefit. The dry-cleaner is 
exempt the same as the farmer, except that he may be 
exempt altogether, yes. 

the policy of exemption is 
entirely consistent with the origin of this tex which 
was to assist the state in the construction, maintenance 
and upkeep of roads. 

Now, My Lord, probably this 
is as good 4 place as any to deal with the question which 
you reised and I think the only contribution I can make 
is to say thet unquestionably the origin of the gas tax, 
the fuel O11 tax which exists now’in every Province a7 
Canada and so far as I have been able to learn in every 
state of the Union, it was a contribution by those who 
used roads to assist in the maintenance and upkeep of 
those roads; thet is the’ Obly geround, Of course, that 


it could be put upon in singling out one commodity as 


a subject of a special levy. 


HAT RIUM That being s why O O 
THE CHAIRMAN: Thet being so, why should you 


a } 2 7 9 
pay any tax, any tax, why pay 1 cent’ 


MR. BROWNLUE: That is build the roads out of 
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general revenue and take it by way of a general sales tax? 
THE CHAIRMAN: No, I am adcepting your theory 
for the moment for the purposes of this diseussion, that 

the reason for making the tax at all is that the roads are 
kept up out of the money that comes from the taxes, at least 
to the extent that these monies will do the work, Now, even 
a dry-cleaner, the man with a stationery engine in his 
factory and the farmer with a tractor on the farm and the 
other farm implements, the other farm machinery on his farm, 
is not using the roads, so why should he pay even 1 cent? 

He is paying 7 less 6, which is 1, why should he pay 1 on 
your theory? Perhaps he should not, 

WR. BROWNL ES: Logically there is very little 
justification for that 1 cent and if you will examine the 
accounts of every province you will find that in Saskatchewan 
they rebate the whole tax; in Ontario with an 8 cent tax 
they rebate the whole tax; in many of the States of the 
Umion you will find that they rebate the whole tax; now 

the only way in which the 1 cent which is retained by the 
Government here can be justified at all and the history of 
the tax shows that this was the reason eae it, is that there 
is a certain amount of work, extra work thrown upon the 
Department in deciding, upon the exemptions; quite a consider- 
able amount of clerical work. When the fuel oil tax was 
first put on, it was on a 4 cent basis end then the history 


of the tax showed that it continued on a 2-cent basis until 


1927 when it was raised to three; in 1929 it was raised to 


5 and 1933 raised to 6 and so forth and up until --- 


THE CHATRMAN: When did .t get to seven? 
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MR. BROWNL Wes seven was inthe latter part, 


the last three months of 1935, right after the seesion of 


Now when the tax was first 

imposed, of course the theory of the rate paid was 

therc, that is that it should not be imposed upon industrial 
users with the result that the rebete at that time was 
handled in this way, that e six months' period was allowed 
from the time the gas was purchased in which the purchaser 
could make his application for a refund and his application 
had to be made on a regular form, copy of which I have in 
my hand, and on which he had to show the make of his car, 

the license number or if it was a truck, the same information 
or if it was e tractor he had to show the type, make, capacity 
and general information about that. He had to set out the 
number of ecres which he had farmed that year, how much he 
had drilled and how much ploughed, how much new breaking, 
summerfallow and so forth, the total number of gallons he 
had purchased end other information which was contained on 
the form and that application was sent into the Department 
with his request for a refund and it was checked. Now that 
involves a very considerable amount of clericsl work and so 
as I say, rightly or wrongly, and probably with very little 
logical justificetion,from a taxation standpoint, the 
Government felt that in order to compensate itself for the 
clerical work, the extra clerical work which was invoived 
in making those refunds, that 1 cent a gallon might be 
retained by the Government simply to pay thet expense and 
that is the only justificetion for the 1 cent which is still 


left at the present time, where we have a 7 cent tax and 


i) 
‘ 


oe : 


- 


at 


C-3 : 
13 + 1 ee Bae 


Je #. Brownlee, K. C. 


a 6 cent rebete, 
THS CH ATRMAN : they are paying the cent, all 


fermers are paying the cent? 


MR. BROWNLEE: Yes. 

TH: CH ATRMAN: To pay for the necessary clerical 
work? 

MR. BROWNL hs Yes, to handle the whole question 


of refunds. 


THE CHAIRMAN: : To see that: there is no tax 


evasion? 


MR. BROWNLEE: Yee. 
THE CHAIRMAN: By using gasoline, in short all 


farmers are required to pay a cent to have a check on the 


honesty of farmers, that is what it comes down to, is it not? 


MR. BROWN LEE: Pardon? 
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TIE CHAIRMAN: ; All farmers are required 
to pay 1 cent to provide a check on the honesty of farmers. 
MR. BRO' NLES: And to some extent on 


others who may have the same exemption. 


THE CHAIRMAT: quite so. 
MR. BRO'UNLEE: .@ll, that is the history 


of it, and inasmuch as it started at a time when I was 
somevhat responsible, I do not suppose I am very competent 
to stand. up here and justify its, That Js the history. and 
that is all icen say. There is just this about it, that 
you do find that one cent retention in other places besides 
Alberta. Obvicusly the farmers' organization and everybody 
else will be glad to sce that 1 eent done away with and a 
complete rebate given as is given in Saskatchewan and in 
Ontario. I am not sure about the Maritime Provinces. 

THS CHAIRMAN: How do you feel about 
what they are doing in Saskatchewan? They colour the 


farmer fluid don't they? 

MRe BROVELE: I touch on thet ina 
later place. Thst brings up the question of ewasion. 
Unquestionably there is evasion. ‘“e may as well face it. 
I do not place the figures, personally, as high as they 
were placed yesterday at. 20%. I think that is altogether 
too high. But we have to admit thal ther® is evasion. 
THE CHATRMSN: t has been suggested 
either in or outside of this room, 1 am not sure which at 
the moment, that there vas a loss to the Frovinee of 

a quarter of a million dollars by tax evaSion. ‘ould you 


think that recsonable or absurd’ 


Mo. BROUNLBE: I would not want to 


Pee At thet high. 1 doubt if the Departmental officials 
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Would place it that high. 


anyway. 
MR. BRO UNLEu: I may say that you will 


find that Mr. Trowbridge and his officials are probably 

as experienced as any we have in the Civil Service of the 
Province, and I would be inclined to accept any views he 
expressed. I would doubt very much if he would put it as 
high as $200,000.00. It is an indefinite thing. ‘ie admit 
there is evasion, and of course, it may be that the amount 
of the evasion depends upon the way in whieh the refund is 
Made. AS I say when we first started out we did not, we 
only gave a refund after purchase and upon proof that it 
was usede 

THR CHAIRMAN: Putting the burden of 
preof where it should belong’ 

MR. BROWNLEE: Yese It is not just 
because that was the practice which we followed, which 
causes me today to make the statement that I think possibly 
from the standpoint of evasion that it was a better system 
than the present. On the other hand there was very strong 
and continued objection to that practiee which I think was 
the cause of the changes being made elsewhere. So down in 
the United States after a timo they departed from the seme 
principle. They used the permit system there. Many of the 
States. use the Lae system today by which a farmer has a 
permit much the seme as a man may have a permit today 
under the Liquor Act. Then Le ter ONeceeoce 


THE CHAIRMAN: Now that is interesting. 


T had not heard of that. Does that permit put a limit 
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upon the amount he may have? 

MR .BRO'.NLEL: Yes. He has to have 
recorded on his permit every purchase, as I say under the 
Liquor laws of today. 

THE CHAIRMAN: But does the permit permit 
of his buying so many gallons, a maximum of so much or 

he may buy all he likes? 

MR. BROUNLSE: I would not want to be 

too sure of that. My opinion is there is a limit for general 
agricultural purposes, and that that limit is based on 


the view that he is to be supplied with..... 


THR CHALRMAN: To suit the individual 
requirements? 
MR. BROUNLEE: To suit the individual 


needs, his needs as a farmer. 

# CHAIRMAN: According to what that 
man's individual requirements should be. 
MRO BRONLE A: The difficulty about that 
is a man might use the permit for buying gasoline for other 
persons and there may be some evasion there. In any event, 
in Saskatchewan a few years ago they evolved the idea of 
the coupon by which an application is made - and I have a 
form here, - starting in 1936. Application is now made 
by the farmer for a certain coupon which enables him to 
buy i certain guantity of gas on the 6 cent basis. I 
think possibly the coupon system has resuled in more 
evasion of the tax. I think probably that would be 
admitted in Saskatchewan and hore. On the other hand it 
has got over that difficulty which was the cause of very 
serious complaint while the other scheme was in effect. 


Theat farmer might have 
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to wait for six months after making his payment before he 
got his refund and in days when money wes searce,. the 
scarcer the money the lower the price and the more intense 
was that discontent and dissatisfection... At any rate in 
1936 the practice waS changed in this Province. How 

there is unquestionably evasion. It is a problem of admin- 
istration... It is not peculiar to the gas tax. hose who 
administer our Income Tax laws, both Dominion and Provi neial, 
would testify that there is a very great problem in admin- 
istration and in cheeking up on tax evasione You know it 
is q rather strange trait of the human character that many 
menwho are otherwise perfectly honest and upright in their 
dealings, do not hesitate to ¢hisel a little bit on govern- 
ments if they can. It is not considered a moral offence 
in the same way. So that I say if there is tax evasion in 
the: Fuel. Of1 Tax, it is not peculiar to that tax. There is 


with respect to all taxation. 


MRe FRA LaY: Customs dutiese 
VR. BROINLZB: There is with Customs 


duties. And so I do not think that generally the 

practice, if it is serving the greatest number, I do 

not think that it should be criticized too strongly on 

the guestion of evasion. No as to how to get around that 
evaBion is a most difficult problem. In two parts of 

the world, so far as we know today, two parts of the North 
American Continent, they have been experimenting with 

the coloured gas. lew Mexico and Saskatchewan. New Mexice 
Sinee either the late Fall of 1937 or the beginning of 1958, 
so that they have not nad more than two years' experience 


now, Saskatchewan is still in the first year. 
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With the different colours of gas that are already being 

taken by the different companies with their standard 

products, there is only one colour that is left and thet 
purple, unless you consider black as a colour. Sc that 

any avtsmpt to colour gas in amy of these places is limited 

to purple gas. Now it is expensivee A newspaper clipping 
Which I happened to notice in the Provinee of Saskatchewan 

a littls while ago placed the cost of the dye alone in 
Saskatchewan at around ;32,000.00. So that it is s rather 
expensive plan. Then there is the question of administration. 
V6 have over 40,000 miles of roads in this Provinces, and to 
attempt to make a check-up on 40,000 miles of highways would 
tana lot of inspectors.-. I do not think that anyone should 

at this time say that the experiment may not. be very successful. 
I know thet both in New Mexico and in Saskatchewen the 
authorities at the present time are guite enthusiastic and 
state that they have found the answer to tax evasion of 

the Fuel Cil Tax. I know that is the case in Saskatchewan 

and I have good reason to believe it is the case in New 

Mexico. And it may be the answer. 

THR CHAIRMAN: I suppose they provide 

a strict penalty for offenders? 

Mi. BROUNLES: Yes, a very strict 

penalty, and certainly it isan easy way of proot.: Ji. 

gas is found, any purple gas is found in a car on the 

highway, that is the answer. It is an easy method of 

proof in the ease of a charge for a violation of the Act. 

I happen to know that the departmental officials in 
Fdmonton have been watching the experiment every closely, 
ana I fancy that the present vievpoint of the department 


as well as the Government is this, that they ean probably 


LO 


6 =16,, 808 


3. H. Brownlee; KO: 


afforc to wait a year and see a little bit more clearly 
from the actual dollars and eents standpoint as to just 

how well the experiment is working out there. It is very 
easy for example, to find out what the revenue from the gas 
tax has been in Saskatchewan year by year, and it would be 
fairly easy for them to judge ty the comparative returns 
this year as to whether or not there has been a sufficient 
increase in the actual returns to warrant the extra expense 
involved in that particular experiment. 

Now as far as our organi- 
gation is concerned obviously we do not countenance tax 
evasion, and if it is recommended that some experiments of that 
kind be tried, we would not object to it. But we would like 
to point out this additional fact, that it does throw a 
very considereble extra expense upon the distributing company. 
I know that in Saskatchewan when tuey started to experiment 
there on coloured gas that they had to withdraw their 
instructions for ea matter of six or eight months to enable 
the company to put in the additional tenks, ana storege 
tanks in order to make provision for it. It would mean 
thet most of the distributing companies would have to 
increase their storage by at least one additional tank at 
most distributing points. Tht is about all I can say on 
the question of tax evasion. I think the experiment of 
coloured gas is well worth watching. It may be the answer. 

At any rate, we have two places where the experiment is being 
tried and within a few months we ought to be able to form 


- ' wads “hs i 
a fairly good opinion as to the success of that experiment. 


However, we do want to 
make this position clear, and it is thet the former..... 


TE CO HALRa lv: To what extent would you 
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estimate that the farmers are using gasoline in their 
automobiles when they travel on the highways? 

MR. BRO’; NL: Th:t is something I 
cannot answer. ~‘.¢ know thet last year there was..-... 

THE CHAIRMAN: I mean a farmer is 
interested in his tractor of course. He is also interested 
in what he pays for gasoline when he goes to town. 

WR «BROUNLES: guite. 

THe CHAIRMAN s It just depends on 

how mueh he.is using in each respectively. It might advantage 
nim to have a low tax on gasoline that he uses in the auto- 
mobile even though it increases the cost the other way. 

48 have no evidenee as to how it balances up. It would be 
idle to say the farmer GoeS not use the roads. ‘here you 
drive on the roads it is the farmer you are meeting mostly, 
outsides of the cities. 

MRe COMMISSIONSR LIPSET?: On your figures, Mr. 
Brownlee, he would be getting his gasoline for his ¢ar 

3 cents cheaper and he would be paying 3 cents more for his 


tractor gasoline. 


MR. BROWNLEE: Yes, but the average 


farmer, I do not think it works out that waye Last year 
there were 80,000,060 gallons according to departmental 
figures, consumed in this Province. Cut of that 60,000,000 
there was a tax on some 40 to 45,000,000 and so you have 
more gas bel ng consumed in this Provinee for industrial 


the highways, and a very 


purposes than you have usec on 


nart of that industrial gas woula be gs used 


Os 


Substantial 


on the fara. The use of the high compression engine is 


: rt) 7 tor al mw fenmn aval 
becoming more ana “iore a factor on our ferms today, and 


thorefore high grade fuels are More and more in demand. 
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And I venture the opinion that any attempt on the part of 
governments in this ¥rovinee to reduce the amount of the 

tax in the first instenee, in any way that would throw a 
higher burden or any burden on the famrer for industrial 
purposes, would mest vith the sternest resistance. It is 
something that the farmer simply says "I am engsged in 
business. Iam growing wheat. Now why should I pay taxes 

On any commodity that enters directly into that cost of 
production?" It is an industrial use, and he will resent 
and resent very greatly anything which would throw more 

upon nim than the 1 @eent which he now pays. 

THE CHAIRMAN: ve are not at all concerned 
With his resentmnt. But is it sound? That is what we 

want to know. Is it sound? The Government may be concerned 


With his resentment, I can follow that. 


MR. BROWNLEE: Hor do you judgé soundness? 
THE CHAIRMAN: Not by resentment. I 


think we all resent taxation. 


wk. BROWNLER: Twill put 10 fhis vWeyuccss 
THR CHAIRMAN: t is a quection of 


fairness. Certsinly being fair to the farmer and to everyone 
else. But not fair according to the strength of their 
protests. It is fsir because it is justice as between all. 
Ma. BROUNLEE: My Lord, I think there 

is something back of that. I think there is a very elementary 
principle in 911 legislation that you cannot have a law which 
is not backed up by the sanetion and the will of the people. 
Any time you put on the Statute books of this Province or 
introduce practices by legislation, which are not supported 
by the goodwill of enough pcople, it is doomed to failure. 


The history of our liquor laws in this Provines is ample 
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proof of that. After sll, politics is a mstter of science 
of government and thst seience of government to some extent 
is the crystallization of the ideas of the people from time 
to time. I simply venture the opinion for what it is worth, 
that it would not be = well I will simply put it this way, 
that there is not in the first place justifiestion for 


Singling out the farmer and putting a tax on his cost of 


production. 
TH! CHAIRMAN: That is very different. 
Ee BROUNLSE: Scecondly, that any 


attempt to do so would, of course, meet with a very great 
deal of opposition. JI rest my ease on the first. The 

suger grower is exempt. The dry cleaner is exempte The 
packing plamts sre exempt. 

MRe COMMISSIONIR LIPsyTrs That is for gasoline 

used in the plants? 

Wk. BRO'UNLS&: Yes, for their industrial 
Purposes, carrying on their business. 

MR. COMLISSIONER LIPSETT: jot for the gasoline 

that they use in their trucks for delivery to the railways, 
for example*y 

M2. BROWNLER: Ancd neither is the farmer 
to the extent that the farmer uses the roads of this 
Province. He pays his tax to the same extent that the 
lawyer pays it, ox the doctor or the packer or the trucker. 
But when he 2008 on his ferm with his farm machinery, that 
is propelled by power, then he is using fuel oil for 
industrial purposes, and I submit that in all justice and 


all fairness he should not be taxed upon that. And that 


is the reason why over a period of years «no attempt or 


suggestion has been Wad Gwe-clc-0 we 
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THE CHAIRMAN: That is just why IL 

am wondering as to the soundness, I mean assuming that 
premise is sound, there seems something strange about 

taxing a class to provide machinery to keep some individuals 
in that elass honest. I am wondering why that 1 eent should 
be there. 

Mi. BROWNLEB: As far as I am concerned 
I am not here to defend the 1 cent. 

THE CHAIRMAN: There are jailsin this 
country for people that do not do the right thing, and 

why should one class be taxed for law enforcement. That 

is something that perhaps the whole country should be 

taxed for. 

MR. BROWNLEEE: I am not here to 

defend that 1 cent at all. I have simply explained the 
MaStory of it... LT am not here to ‘detend 1%; I would 

say that those I represent would be very glad indeed 

to see that 1 cent tax removed aS it has been in Saskat- 
chewan. 

THE CHALRMAR: They could not have 

any resentment about that. 

MR. BROWNLEL: No resentment about 

that, my Lord. If there is any resentment at all it would 
come if there vas an attempt to reduce the tax to 4 cents 
and do away with exemptions for industrial purposes. I 
want to make it quite elear I simply outlined to you the 
history snd how that retention.of the 1 cent came to be 
there in the Statute Book. I am not here to defend it. 
MR. FRAWLEY: “146,000.00 you knov'. 
MR. BROWNLES: If I were speaking 


here today as a member of a government or a member of the 
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Legislature I might try to defend it. I am not here 

today for thst purpose. I am speaking for my clients 

and they will be glad of course to see a complete exemption 
as there is in Saskatchewan and in Ontcrio. Manitoba, I 
believe, keeps the 1 eent the same as we do to cover the 
cost of administration, policing if you wish to use that 
word. 

MR. COMMISSIONER LIPSET?: Doss it not rather appear 
that we have got away from the basis of the original 

theory of the tax, that it should be used only for the roads. 
I mean haven't we got to the stage where in fact it is being 
usec partly for roads and partly for general purposes? 

WR. BROT NL: weL1 there again to 
attempt to answer that I would heve to possibly enter some- 
What into the field of polities. I simply would point 

out to you that on Page 262 of "The Case for Alberta™ you 
have a table setting oUtecococe. 

THE CHAIRMAN: What is that called, 

Mr. Brownlee? 

WR. BROWNLER: It is "The Case for 
Alberta" that was prepared for the use of the Royal 
Commission. On Page 262 of that book there is a table. 

THR IUALRMAP: That was for the Rowell 
Commission? 

MR. BROUINLER: The Rowell Commission 
on Dominion and Provincial relations. 

Tin CHAIRMAN: Can you leave that with 
us, or could we get one? 

MR. FRALEY: I have one. 

MR. BROWNLES: This happens to be the 


filed copy of our organization. '.e Gan easily get one. 
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MRe FRALEY: I will let you have mine. 
MR. BROVNLIG : There is qa table there, 
Table l. 
THE CHAIRMAN: On page? 
MR. BROVWNLED: Page 262. It shows from 


1905 down to the end of the fiseal year of 1936-37, it shows 
the expenditure for roads divided according to income, that 
is ordinary maintenance and revair, and capital, and then, 

as contrasted with that it shows the total amount received 
from motor licences and gasoline taxes, and the total. 

Now if you take the totals you find that in that period 

from 1905 to the end of the fiscal year 1956-357, there 

was a total of »4¢4,027,722.00 eollected from motor licences 
and from the gasoline tax. © 24,000,000.00 approximat ely 
from motor licences, and 318,000,000.00 from the gasoline 
tax. And then you -go over to the oxpenditure column 

and you find that during that time they spent on income 
accounts, that is for maintenance of highways,and interest, 
they spent »42,272,941.00. They spent in the same time 

for capital 4:37,000,000.00. But if we simply take the 
income figures, »42,000,000-00 as compared with 438,000,000.00, 
approximately the revenue from motor licences and, gasoline 
taxes, certainly the government can, according to statistics, 
pretty well justidy the position that the revenue from motor 
vehicles and from gasolins tax - while it is not taken dollar 
for dollar, nevertheless the amount that comes into the 


general revenue from these two sources is balaneed by the 


4+. 


amount that goes out as ordinary expenditure from year to 


year on the highways. 
MR. COMMISSIONER LIPSETT: Does thet take into 


eeecount - I have seen figures in the papers once or twi ce 
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and i was wondering if that takes into aceount the amount 
of capitel expenditure that hed been redeemed or could 
have been redeemed out of the motor taxa*ion prior to 

1935? 

MR. BRO'UNLES: No, I think this takes 
into account only the original expenditure and interest 
on Capital bonds. 

MR. COMMISSIONER LIPSETT: Without making any 
allowance for the taxation thst had been paid from the 

time of the expenditure down to 1935? 

MR. BROWNLEE: I did not get that clear? 
MRe COMMISSIONER LIPSHTT: Without giving any 
credit off that capital expended for the amount that could 
have been redeemed by the taxation in the intervening years. 
MR. BROVNLEE: No. You see under the 
public accounts of the Provinee I think you will find that 
any redemption of bonds does not appeer in the ordinary 
ineome and expenditure accounts, and that these figures 
which are taken from the public accounts from year to year 
represent the exact amount that has been spent from year 

to year on what we call ordinary maintenance and repair and 
upkeep and interest on the bonds that are outstanding, 
that have bees. paid that year ana the bonds sutstanding 
for borrowings for road purposes, That is the way this 
is made up by the auditor of the Provines. This table 


was checked very carefully by the auditor before it was 


usede 


THE CHAIRMAN: Does that carry with 


it the implication, the necessary implication thst bonds 


upon whieh interest is paid are alloceted to roads and the 
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money Was spent on the roads and hot in the general fund 

of the Provinces. 

MR. BROWNLES: To the extent the official 
auditor covld make his certificate to that effect, and after 
ali I suppose we have to accept that as the very best proof 

we can get. 

THE CHSLIRMAN: He aoes tiake a certificate 
to that effect? 

Mre) BRO'.NLEE : Yes. As I say again, I 

am just giving thet information for what it is worth, 

That table I happen to know was prepared under the supervision 
of the Provincial Auditor who allocated thst portion of the 
capitel borrowings of the Provinee of which the money had 

been used for highway purposes, and his figures are first 

of all the money that was given or expended for ordinary 
maintenance upkeep and construction of roadse That was 
charged to inecme account and the interest on the bonds 

which had been allocated to highway construction. And as 

I say we have to admit on an analysis of that statement, 

we have to admit that if the auditor's work is correct then 
Government does appear to have an answer that that money 

that has come in from motor vehicle licences and gasoline 
taxes has in fact to an equal axtent, or at least an 

equal amount of money, has been used for highway purposes. 

and the taxes used for the upkeep of highways. 

THR CHAIRMAN: There can be no reason 

then for their not earmarking thet money for that purpose. 

We. BROUNLRE: No, there is no reason 

for it, my Lord. 
WR. PLOTEKINS: Does not then figures 


imply or try to make us believe that the motorists, since 
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it has become 4 fact in the last few years, shouldered 

all the building of toads, the pioneer roads for oxen 

and up to this date, and has to pay for them? 

MR. BRO.TNLER: hoy indo (notwthink so, 
Mr. Plotkins. You must remember that - again I Jo not 
want to be put in the position here today of trying to 
defend governments at all. 

THE CHATRMALS: I have known you to 
dothat very ably. 

MR. BRO UNLESS: That is not my funetion, 


and I am under this handicap always thet I do not want to 


% 


appear to be engaged in diseussion thet may seem to be 


POlLaticoal: on my part. 


MR. FRAWLEY: | You have a lot of friends 
hers. 

MR. BROUNLEER: Hightay construction in 
tris Frovinece is divided, The Province is responsible for 


certain roads which are classified as main high'ays only. 
The municipalities are responsible for the balance of the 
roads. The money thet is charged agsinst the motor vehicle 
Llieences here in this table is the money which the government 
finaneod and spent for the upkeep of thet portion of the 
roads for which it was responsible, and they were the 

main highways; plus the grants which were given by them 

to assist the municipalities in building municipal roads 
since 1905. Of course, if you look at this table you will 
find they do not attempt to go back beyond the year in 
which the gasoline tax was put on. So that both the 
annual expenditure and the annual revenue in this table 


only detes from the day that the motor vehicle tax was 


first put on and the gasoline tax. 
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MRe COMMISSIONS? LIPSSTT: Is the capital expenditure 


only taken from that date also, Mr. Brownlee, or did they 
Start with ea large debit for capitel expenditure? 

MR. BRO’ NLSE: Well, it starts in this 
way.- They say from 1906, any capital expenditure from 
1905 to 1928 inelusive - as a matter of fact they do not 
go back to the year that the gasoline tax was actually put 
on - but they lump that all together at a total of 
~18,000,000.00, as the money spent at that time on capital 
borrowings for road purposes. 

MR. COMMISSIONSR LIPSatr?: dnd the system has been 
to make the gasoline tex sinee 19<é pay for the previous 


expenditure for the previous 20 years aS well aSceeeee 
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MR. BROWNLEE: That is the justification 
which is made. 


idfJOR LIPSETT; It may be right or wrong 


Dat + 
Re BRO VN Liviu: I do not mind saying that 


I think there is a tendency throughout Canada at the 
present time to use the gasoline tax for other purposes 
besides highway construction. If you go down to Nova 
ecotia for example , you have a tax which is put on 

at 10 cents a gallon. Now Nova Scotia is a small Prov- 
ince, however important we may consider it in the scheme 
of Canadian affairs, it is still small and the mileage 

of roads if rather small but there is a comparatively 
big tourists' traffic in Nova Scotia compared with its 
population and in relation to other Provinces and person= 
ally I do not think there is any doubt at all but that the 
tax of 10 cents a gallon has been put on in Nova G6cotia 
and in the iaritimes as a means cf taxing the tourists 

to help them in their general work in the Province in 
maintaining institutions so that I think probably we 
have to admit that, while this tax started in vanada and 
in the United States very definitely for the purposes of 
helping to build highways, I think probably there is a 
tendency now in some places to use the mone y for other 
purposes and noteably in those Provinces where tourists 
traffic is rather high and where it is a convenient method 
of extracting some money fran tourists to help out the 
Provincial finances. 

THe CHAIR: AN: ive Browtlee, speaking as 


one who represents the farmer qua notorist, when he is 
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b 
going to tow for this or for that which he needs or he 
is going for a drive, what do you think of this 7 cents 
taxe 
WR. BRO WLU: Jo yOu mean, my Lord, do 


you think it is too high. 


THis CHALTNUAN: Yes. 

wiRe BROWNLE GH: Or whether it is high 
enoughe 

THit CHATRiuiAN; If there should be any and 


if so how high should it be. 
wRe BROWLEH: tow my Lord, when you get 
into that questicn of whether or not a tax, whether there 
should be a tax on gasoline or no tax---- 

THE CHATRNAN: Should the tax that the 
consumer pays keep up the roads and if so is 7 cents 
adequte or too little or too much for that purpose, have 
you any views about that. 

MR. BROWNLEX: jell my Lord, when we get 
into that question we get into such @ wide and difficult 
field, we have to start for example in Canada, we have to 
start with the division between the Dominion and the 
Provinces in which, under our constitution, the Dominion 
is given all fields of taxation and the Province is 
limitea to direct taxes and then from that we héve to go to 
the develosment of the last tm years particularly in which 
there has been such a tremendous demand for social ser- 
vices and in which the relief burden has become so great in 
all the Provinces and I think we have to frankly admit that 
the Provinces, particularly those of Western Usneda, have 


got to the point where it has become more and more impos- 
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sible or difficult for them to raise the money which is 
demanded to meet the cost of Government and they have to 
get the money where the can. I am not going to try 
to stand here and justify every different method of tax- 
ation in Alberta or Saskatchewan or Manitoba or any other 
Province where we have, the Provinces have, a certain 
legitimate cost of Government today which is here by 
rfason of the demand of the people and we have to meet it 
and I think it is a question of getting the money where 
they cane The gasoline tax, my Lord, is to some extent a 
luxury tax. I think it has some aspects of a luxury tax. 
The man woo can drive a motor car and the extent to 
which he drives it depends upon his financial means. [ 
think an argument could be raised that the motor tax can 
be justified from that standpoint. 
as to whether 7 cents or 
6 cents or 5 cents is the proper tax, again if a matter 
of debate. I have my own personal views on that which | 
nay not be of any vilue to any person. f[ can say that so 
far as the farmer is coneerned he does not like to pay 7 
cents any more than anybody else does. He vould Le much 
better satisfied with 5 and much tiore satisfied if it was 


4. 
Obviously so but we have to 


THE CHATHIAN: 
consider of course as to whether or not, let me put it 
this way, quite recently it was put before us that this 
tax igs an unreasonable one, an unreasonable burden, pe ople 
buying gusoline, they pay 7 cents extra and it is an- 


reasonable and an improper thing; that, recognizing that 
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Government must have money to carry on the functions of 
Government and provide the services which their people 
reasonably require, that they noulad get it by a more 
general system of taxation, at least a system of tax- 
ation which is more general in its application, that is 
elther a general sales tax or an income tax or anything 
else you can think of, that touches the people as a 

whole rather than as e class. Have you any views about 
that. 

WReo BROW NOL: .€ll any views which I 
might have would be entirely personal views based on 

such little experience as I may have hade I do not think 
that we can say today that there is any particular 
science underlying our methods of taxation in any of our 
Provinces. I think that with the field of taxation 
which is before them, where they can only rely on direct 
taxation, I think they are driven to the position of 
getting tte money where they can. 

THE CHATRuAN: sell there are two concrete 
suggestions, one, a general sales tax, and two, increas« 
ing the income tax,that have been put to us. 


MR. BROWNLUE: “ell I would eliminate the 


last onee The income tax has to be governed by, in the 
first place, by the relative degree of taxation be tween 
one Provinee and another, otherwise you drive income out 
of the Province and secondly by the reasonable ability to 
pay it. Now I submit that if you take our corporations 
today and take the Dominion taxes and then add to that 
the Provincial tax in this Province and the extra tax now 


on account of the war, certainly our corporations are 
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being taxed under the Income Tax Act pretty well,- not . 
as high ag in England but still very high,-and it is 
very doubtful if there could be any justification for 
increasing, for increasing it. 

30 far as the private in- 
dividual is concerned there is the Dominion tex and we 
have the Provincial tax. Our Provincial tax is in re« 
lation to that of the other Provinces. Any increase in 
that would drive a considerable amount of capital out of 
the Provinee. I do not think that we can look +o the 
income tax for much more money than we are getting at the 
present time. 

wow so far as a saleStax is 
concerned we could get woney out of a sales tax un- 
questionably. The Doninion gets a great deal of revenue 
from the sales tax because they can disguise it as an 
ei va ct tax. Wobody knows what he pays. Unfortunately 
for the Province however, when you put a sales tax on 
every time a person makes a purchase it hits him right in 
the eye that he is paying so much to the Government with 
the result that it is an unpcpular tax and that is about 
all I can say so far as popularity is concerned. 

THE CHAIRiiAT: People would resent it. 
WR. BROWNLEE: shen you go from the gasoline 
tax to a sales tax every gan who buys « commodity, he 

no doubt will grumble about the aiount of his gasoline tax, 
but if you puta general sales tax on he grumnbles every 


time he buys anything at all. It is a much more unpopular 


tax and unfortunetely in this country for some time to come 


Ian afraid that those who are actually in charge of the 
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udninistration of the affairs will have to pay some at- 
tention to how people feel. 

THS Ché Tian; > well I. suppose, only as) they 
feel s0 will they vote. | 
MR» BROWNELL: I think that is a practical 
reality. 

THE CHA Lii.AN: Yes. 

hike BROWNLLL: ANG 2 think het iain ee: 
Governments, Dominion or Provincial , there has been a 
tendency to pay some attention to the question of how 
people vote. 

MAJOR LIPSEVE : I do nowt suppose, idr. 
Brownlee, you are advocating a form of Governnent by 
public opinion. 

iRe BRO WNLE w: Beg pardon. 

Hay OR LIPSETT: I do not suppose you would 
advocate a form of governnent under which public opinion 
would govern. 

Me BROWNLEL: Wo I would note 

THE CHAIR IAN: Not in Calgary. ‘ell do I 
gather that, speaking for the farmers th t you represent, 
that you think that the 7 cents is all right. 

itRe BROWNLEE: Wo, no, I didn't say that my 
Lord. 

THE CHATMAN: Do: You) thinks .i8) 10° too. high 
or is it too low. 
tee BOW Nuwiis The organization that I 
speak for, as I state, if I had read my memorandum, the 
organization for which I speakcounot care to express any 


opinion upon that because after all it is a matter of 
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government necessity. The farmer undoubtedly feels that 

7 cents is too high, just the save as any other in@i- 
vidual and I am not here to justify the 7 cents. I am 
not here to justify the 1 cent which is held back on the 
rebate. I am here to speak very positively, as positively 
as I can, that the farmer does not want any change in the 
present system under which he does get a rebate for in- 
dustrial purposes and he does not want the tax more than 
the 1 cent which is now retained. He does not want any 
higher tax put upon that part. of his gasoline consumption 
which goes into the production of his commodity. He is 
prepared to pay his taxec for the gasoline that he uses 

on the highway. He would prefer to see a 5 cent tax nor 

a 4ecents tax, the same as anybody else would and I am not 
here to justify the 7 cents. 

Yes, tire Priestley has called 
my attention to the fect that probably the average farmer 
thinks that there may be some discrimination at the 
present time because he is forced to live in the country 
and may be forced to use his truck and car more, but I em 
not here to justify the 7 cents. If I was asked to express 
a@ personal opinion I would say that it rather does shock 
sometimes my own personal sense of economics, that a tax 
on a comiodity gets as high as 25% of its selling value 
and IL would like to see an experiment made some time by 
which the tax was started to be reduced and see whether or 
not the rape, Zee which would be used and the lesser 
amount of evasion which would follow, in my opinion might 
not bring about as much results on 4 6 cent tax as we have 


on the 7. I do express the personal opinion and it is only 
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@ personal opinion and it may not be worth anything at 
all but I dn express the personal opinion that every time 
that tax has been stepped up we have not had the return 
in dollars and cents proportionate to the increase, that 
the higher you put the tax the less gas is used, and the 
more the evasion, ana I would like to see an experiment 
probably say going back to the 6 cent tax to see whether 
or not it works out, but on the other hance the experience 
Over other districts, other Provinces, is that of course 
instead of cutting it down they are going higher; Ontario 
increased theirs to 8 cents last yeur and the siaritime 


Provinces have put theirs up as high as 10 cents. 


biRe FRAWLLY: And  .uebec hes 8. 
itive BROWNLEE: | Que bec has 8, so from a 


comparative standpoint we have to admit that in Alberta 


we are in no worse a condition that any other place in 


Canada. 


MAJOR LIPSET?T: * J do not think there is any 


place less than 7 cents. 


wr. BROWNLEE: No, and I think that most 


of the States in the Union, it is 6 cents. 
©) 


Hie. PLOTTING ; - It is down as far as 2 cents. 


Me BROWNLER: It is down to 2 cents some 


places, ire Plotkins, is it. 


ike PLOTKINS : Yese 


Mk e BROWNLiu: Mow my Lord, I do not want to 


weary the Uommuission---- 


THE CHAIRLAN: Not at, all, we are very in- 


terested in what you are seying. 


ike BROUWLEE: If there is anything else on 
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the tax situation I would be gldd to atswer it. 

THL CHATIAIAN: Your organization is to 

be assumed, as you have said, is to be assumed to be in 
favor of paying taxes which are properly payable. Have 

you anything more to suggest, other than a colored gas 
which is being tried out to cope with the tax evasion: 

you see if you once got away from tax evasion and you 
accepted the theory that these taxes are for roads; it 
would seem logical that you should get away with another 
cent, and so it ought to be of importance to your organ- 
ization to know how to cope with tax evasion; that is on 
the theory that we should keep taxes on this commodity as 
we are dOINg » 

hike BROWNLEL: Well so far as I can see, and 
I speak now somewhat from the experience of having sat down 
day after day for a number of years with iir. Trowbridge and 
his assistantsin puzzling over the question~~—+ 

THE CHAT.AN : What is the penalty now. 

Mine BROWNLER: I do not know what the penalty 
is. JI think the penalty is high enough. 

WR. FRAWLEY: I was wondering, I was just 
looking at the application, the applicant when he applies 
for his coupon is apparently not under oath; it says 
"I propose" to do this and I propose to Go that, so that 
would not be a very practical sort of way. 

WR. BROWILER: I was just going to say that 
I think there are only two weys, one by the use of some 
color such as the colored gas and the other is by a much 


more. a much stricter form of application than we are using 
§ 


at the present time and which would require much more in- 


—- oa 
4 

t 
* © Sts a 
= 
\¥ 


ay 
bay 
i > 
b epnens 
« 


ba aes 
ne 
i 
Vout 
5 os 


t 
‘ 
’ 
it 
i 
: 
; 
* 


4 


Je lj. Brownlee, E.G. 

C4 

10 =T6"Gze = 
formation than is contained in that and a check-up in 
the department, a more careful check-up of these, of the 
information on these semen ee forms with the other 
information which is available tn the department threaugh the 
municipal, through the different municipal councils as 
to the exact amount nf land which is under cultivation 
and under summer fallow and the like. 
THE CHALRiAAN: And I suppose a very con- 
crete prosecution of offenders as a detriment to others. 
kiRe BROWNLEL: Yes. I do not know of any 
other waye As I say I think myself, I think from the 
standpoint of tax evasion, I think the original practice 
of only paying a rebate upon satisfactory proof of its 
use was better than the present coupon system. 
THE CHALE Ab ; It did not lend itself to 
evasion and this does. 
Re BROWNLER: He, end 1. do- not. think thet 
there was the same ground for complaint but unfortunately 
there was the additional complaint, the other complaint 
Which became quite pronounced, with the advent of hard 
times when every dollar in the farmer's pocket meant a 

deal and the large purchasers of gasoline paid out 


great 


quite a large sum of money and had to weit perhaps six 


months or longer because, mind you, the work of checking 
up on these applications for refund, particularly after 
narvest and seeding in the Spring was a big job and it 


took time. You had 80 or 40 or OO thousand applications 


for refund coming in in a tunch right after the harvest 


~ . rr . ye ict . nini ee 
season and it thrw rs very heavy weight on the Adminis 


tration Department so there was 4 complaint there that 
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they were out the money and sco we have a new system intro- 
duced in Saskatchewan and quite generally in the United 
States, because I think in the United States you find for 
the most part they do give a refund at the time of pur- 
chase; I do not know of any other way, I think if the in- 
formation could be supplemented by having the man not 
only state what he expects to use but also state in his 
application form what he did use in the past year and 
then I think that these forms could be checked up with the 
information which is available through the iiunicipal 
Affairs Department and that in that way there could be a 
much greater check without a color system and then I 
think that the experiment which is being tried in two 
places should be carefully examined from the standpoint 
of the actual return in dollars and cents as to whether it 
hes ‘been in reality a check on evasion. At the present 
moment I know in Saskatchewan they think it is a very de~- 
cided check and they are quite enthusiastic about it. 
MRe FRAWLEY: Before hire Srownlee leaves 
that, I gave you a wrong figure some time ago, the 1 cent 
tax brought in 960,156.85 from non-farmers and 1693,220.25 
fron farners, making the total altogether collected at the 
rate of 1 cent, a net of $420,676.60. That appears as 
part of Lxhibit "683", ir. Appleton's statement . 

MR» BRO WNLEE: what was that. 

“Re FRAWLLY: (425.000 was collected mostly 

at the 1 cent rate. 


MAJOR LIPSETT: And that is where? 


liR. FRAWLEY: Part of ixhibit "6835", :the 
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Provincial Legislation, iir. Appleton's statement. 

tue BRO MY Lich : Well certainly the farmers 
of the Province have complained and they nave for some 
years been asking to have that 1 cent eliminated but the 
Government has retained it. 

THL CHALTMAN: Of course as I understand 
the position from what evidence we have heard to-date, it 
would appear that your people are getting increasingly in- 
terested in higher grades of gasoline. 

Mike BROWNLiGh : Unquestionably. 

THE CHATRwAN ; And therefore, increasingly 
interested in this 7 cent tax so I am particularly anxious 
to have your views about it. 

MWRe BROWNLELS They are increasingly in- 
terested in the 7 cent tax, you mean by that because they 
are using higher grades in their cars on the hig hweys. 
THE CHAIR: AN: YESe 

MRe BROWNELL: Yes, ithyl is being used 
much more than it was for some time. 

I cennot say anything more 
in conclusion, in concluding anything I had to say on the 
tax question than to repeat again, we as an organization 
do not seek to justify the 7 cent tuxe We would be glad 
to heve it reduced. On the other hand we realize that the 
Governnent huve problems and that we have to pey our share 
of taxation. We do not make any definite recommendation 
on the question of whether the tax should be o cents or 6 
cents or 7 cents; secondly, we would be glad to see the 1 
cent tax, the 1 cent which is retained, we would be glad 


to see it removed but we are not insisting upon that. ive 


he 
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are ahkxious to maihtain the pre sent arrangement by which 
there is a rebate either wholly or to the extent of every- 
thing but 1 cent on all of that part of the product which 
is used by the farmer on his machinery on his farm. 

iiow we are prepared to join 
and support anything in the nature of a check on 2Vvasion 
Or anything of that kind which may be found to be neces3- 
sary to properly maintain that present system. 

I would like to point out 
that on the colored gas lir. Priestley figured out that if 
it was introduced, in an organization like ours, it would 
probably throw an additional burden of :10,000 in costs at 
least so that that question is rather ‘n gmportant item. 

Now I think I have dealt with 
the tax situation as well as I can and I want to go on 
then in conclusion and I will only take a few minutes to 
finish, in conclusion may I say,-I may say, my Lord, that 
we have not dealt with some of the practices that have been 
discussed, such as the 100% Dealer and if there are any 
questions, if our vicows are desired on any of those when I 
aa throuch, Mr. Priestley or myself will try to answers 

In conclusion may I say that 
the organization which I represent docs not share the views 
ae ea number of the witnesses who have appeared before you 
with respect to Government regulation and control of the 
petroleum industry in any or all of its branches. Bel- 
ieving as we do that through the extension of co-operativ: 
activities the consumers of petroleum products may do much 


to improve methods of Gistribution and lower the costs of 
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petroleum products to themselves we do not. go so frr as 
to recommend that the Government, whether through its 
proper Departient or through the establishment of a 
Government coaucd skould interfere too minutely into the 
actual business of manufacturing, refining or distribut- 
ing petroleum products. we do feel however, that within 
certain limits Governnent supervision is not only proper 
but necessary. or example we think it is beyond question 
that Government intervention by way of conserving the gas 
resources of Turner Valley was very necessary and very 
proper. 

I understand that there has 
been certain protests mace about some of the orders of 
the Conservation Board recently and I have nothing to say 
about them because I do not understand the problem, but 
we do think that the work of that Board was necessary, we 
believe that the life of the field was prolonged and we 
believe that a great deal of wastage was avoided and we 
also believe that private initiative was cntirely unsbie et 
thet time to cope or deal with the problem. 

If I wish to supplement 
that statement in a personal way, I have a very vivid 
recollection of the early duys of the discussions of con- 
servation in the Turner Valley in this Province and the 
very long and careful examination before = committee of 
the House when Dr. ijVallace and ‘ire Carpenter and rep- 
resentatives of the Dominion Government were inquiring 

into the field and the setisf: ction which wes cxpressed by 


ell the leading companies at that time at the final con- 
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clusions which were reached by the committee and so just 
in a private way, as well as spenking for the organ- 
ization, I think I can say that private initiative ap- 
peared to be unable to deal with the problem and that 
Governnent supervision is necessary. 

we also feel that Govern- 
ment supervision through a properly established board 
of pipe lines is as necessary in the petroleum industry 
as with respect. to any other similar utility. In the 
first submission made to this Commission on behalf of 
the Uef.A. Central Co-operative Association, Limited, 
wire Priestley voiced his epproval of the establishnent 
of standards through the Government or a Government agency. 
We realize there is much truth in the evidence given by 
some witnesses to the effect that standards can best be 
established by the competition of the ma jor concerns en- 
gaged in the manufacture and distribution of gasoline 
and other petroleum products and we are quite ready to 
admit that any of the larger companies engaged in the 
petroleum industry in this Province have established a 
degree of reliability with respect to the quality of 
the cosplete confidence of 


their products as to command 


purchasers in the Province. We feel, however, that fur- 


ther protection can be given the consuming public 


against the operation of the smaller concerns of the 


here today and gone tomorrow type, who are not s0 con- 
cerned about the quality of the product temporarily sold 
by them, and so we think that there is room therefore, we 


would be prepared to endorse any policy on the intro- 
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dudtion of standards. 

As stated, in an earlier 
part of this submission we have hed no quarrel with the 
Department of Government that has attempted to regulate 
and control the establishment of wholesale and retail 
distributing agencies through a licensing system. We 
are inclined to the view that this work should be 
continued as tending to avoid to a degree at least some 
of the waste effort which might otherwise accompany un= 
restricted competition in the field of distribution. I 
have already dealt before noon with some of the workings 
of the Public Utilities Board under the Securities Act. 

we further feel that the 
constant study of the various problems incidental to the 
production and the refining and manufacturing of gasoline 
and petroleum products would have a wholesome effect in 
stabilizing the price structure and in avoidigg undue 
variations in price. An examination such as has been 
conducted by this Commission has, we think, been of very 
great value to the industry as a whole and if, without 
too elaborate an organization and too great expense, some 
method can be evolved of continuing from year to year 
the study which has been started by this Commission, we 
believe it would be well worth while. As te how far all 
such work might be centralized in one board it is aif- 
ficult to say but if your Commission has any thought of 
recommending some agency to carry on such continued work, 


it would have the support of the organization which I 


repre seit. 
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I just wish to elaborate 
on that slightly. I think that probably a very inm= 
portant result which will follow the working of % 
commission of this kind will be the gathering to- 
tgether and the tiaking available to the publie of many 
factors abcut an industry which so far has been 
shrouded under e certain amount of mystery so far as 
the average person is concerned. I say that without 
any criticism at all of those who have been engaged in 
the industry. iven if the Commission did not succeed, 
end I say this, I say even if it has not been able to 
recommend any policies which may actually reduce the 
cost of gasoline in the Province, I think the publi- 
cation of the information which will be available to you 
as a result of your study, will dd a great deal to 
instil more confidence in the minds of the public gen- 
erally with respect to those agencies which have been 
engaged in the business and that in itself is a good thing. 
I think if the information can be made available to the 
public of how the price, the present price structure is 
built up, why it is that gasoline cnet ie purchased down 
in the United States at & cents a gallon, the American 
gallon, cannot be brought into Alberta at lower than the 
price at which gusoline is being sold here, would be of 


great interest to the average producer or consumer. 
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I think also the amount that the Dominion Government is 
taking by way of taxation from this Province, as well as 

the aihount the Provincial Government is taking, is a 

matter of intense interest and we do bélieve as an organiza- 
tion that the more you can have light thrown upon any 
business or any industry the more likely you are going to 

see the result that first of all there is content where 
otherwise there might be discontent; there is confidence 
where otherwise there might be distrust, and there is a 
safeguard against undue variations in price am against 
practices which might otherwise prevail. And when I say 

that I am not sugvesting that there have been any practices 
on the part of the majur companies hers that would be subject 
to too much criticism. And so, so far as we are concerned, 

we do think that if some method can be evolved by which the 
work that has been started by this Ccmmission can be carried 
on, it would be a good thing for the Province aml would be 
very acceptable tu the consumers of gasoline in the Province. 
Now, how that can be done, of course, is a different question 
and I do not feel or we do not feel that we have had 4 
sufficient opportunity to study the question to make any 
very concrete suggestion. A suggestion I heard yesterday 
was there might be a Chair established in the University. 

We discussed that last night. 

THE OHATRMaAN: I think that was for educational 
purposes. 

MR. BROUNLEE: Yes. We discussed that last 
night as an organization and certainly we would have no 
eriticism of the suggestion. And if, by any chance, as we 


hope, the development in production that has been so far 
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established in Turner Valley should be extended, and that 

we rather conf tdently hope that Alberta will be a Province 

in which there will be a very large oil industry from a 
production standpoint as well as otherwise, then certainly 

I do think that the establishment of a Chair in the Univérsity 
for educational pmrposes would be very necessary and very 
advisable. But for thc immediate present I am not so sure 

but what there would be only a certain amount of duplication 
of effort and I think probably it would be the viewpoint of 
my clients that they would prefer for the time being tc see 
any work of that kind more of a departmental nature or under 

a Board of some kind which would cover any functions that 

at the present time may be distributed over a number of bodies. 
Now, of course, tuat brings up one very important question 

and that is whether the Board should be, if a Board is 

to be cstablished, whether it should be Provincial or a 
Dominion Board. If it does not appear to be out of place 

for me to make this remark I would like to voice this viewpoint 
which is helf by my friends as well as myself. Cana 
Provineial Board be as effective as it should be in examining 
and regulating an industry of this kind, which extends all 
over Canada? A view which I have personally held for some 
time is that in our Canadian public affairs there has been 

too much of a tendency for those who operate under Section 91 
of the Constitution to segregate themselves from the 
Provineial administrative bodies and try to confine their 
activities within the strict bounus and authorities which 

are given them under 91; and in the same way I think there 
has been too much of a tendency on the part of our Provincial 


authorities to look only to the exact duties that are imposed 
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upon them under. 92. t am inclined to think though we would 
have much better results if you could in some way get both 
the Dominion and the Province behind the idea of some body 
that in this Province is a possible large producing area, 
that would care for the regulation and supervision of the 
industry. Now, a step was made in that direction in the 
early days of the conservation efforts of this Province, 

then the Dominion readily agreed that one of their prominent 
oOrvib*servants, I thihk it was Dr. =---= 

MR. FRAWLEY: Dr. Camsell and Dr. MeCleish. 
MR. BROVNIEE: Dr. Camsell and Dr. McCleish 
were made available by the Dominion to work with the Province 
and work with Dr. Wallace and Mr. Carpenter. Now, 
unquestionably there are matters entering into the oil 
business which are beyond the jurisdiction of the Province. 
The Province cannot deal with importations. It cannot deal 
with customs. It cannot deal with dumping. It is limited 

in its supervisory work to that part of the industry that is 
within the Province. With difficulty it can examine the 
accounts of any company that is operating outside the 
srovince. There is a very distinct field in which the 
Dominion would be the body with jurisdiction and there isa 
very distinct field in which the Province has. And so 

for what it ig worth in endorsing the idea as an organization 
that the work of this commission snotia be followed up by 
some body, some organization, we are inclined t a preference 
that the first attempt should be made in trying to have a 


body of that kind established under the joint direction of 


the two Governments, with the idea of bringing both Governments 


into co-overative and mutual interest in the problems of 
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gas production and conservation. If that cannot be done then, 
of course, the Province must work with such authority as it 
can within such limitations as it may have. and we 
make that suggestion for what it is worth that we do believe 
that the interests of what we think is gcing to be a very 
important industry in this Province would best be supervised 
by some body that would not be Provincial only but would be 
an attempt to get both Dominion and Provincial departments, 
proper departments interested and behind such a body. 

Now, «y Lord, I have eompleted 
any thing which we had thought we should undertake to say 
tO the Commission. i hope we have not unduly wearied you. 
if there is anything further upon whieh, as a result of your 
studies, you feel we could offer any suggestion which might 
be worthy of consideration, we will be glad to help you in 
any way we can. 

TH: CHa IRMAN : Mr. Brownlee, we are indebted 
to you for the assistance that you heve endeavoured to give 
us and while we have asked questions that may seem to 

point this way or that, one thing you can be quite sure of 
is that we have come to no conclusions as yet. I hope you 
will be equally sure and confident that we shall not fail 

to remember the important part that your clients piay in the 
life of this «rovinee. There is, we hope, no possibility of 
our being unfair to them while at the same time being quite 


fair to everybody else with whose interests we are concerned. 


MR. FRAWLEY: Now, “=r. Davies. 
THE CHAIRMAN : y. Brownlee, just before you 
leave Have you thought out 4a practical application of the 


very interesting suggestion thet you have just made about 


& 
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joint direction; how it can be done? Have you thought out 
at all how that can be made workable, just assuming both 


Governments were willing? 


MR. BROYLES: Yell, for what it is worth, 
THE CHAIRMAN: this being the place of the oil 


field, I take it you would expect it would function here. 
MR. BROVNLESs. iL would start out this way in 
trying to answer that question, that nature apparently has 
placed a very important natural product within the bounds of 
teis Province, so far as we know; and that it is of the 
greatest interest to Canada as a whole as well as this 
-rovinee that the natural resource should be developed 
properly. and so I would say that the Dominion might well 
be invited to join in the formation of some kind of, I do 
not care whether you call it a Conservation Board, a 


Gas Conservation Board, any name you wish to give it. 


YHE CH. TRMAN : Oh, quite. 
MR. BROWN LEE: And that they should make 


available to a joint Board in this Province, they should 
make available one of the very exsellent men that they have, 
such as Dr. Camsell or the men who are under him in the 
Mines Department. They have men there who have had a wrld 
of experience and are very, very able ani capable men. Tf 
would suggest that they should make available, just to sit 
on a Board in this Province, one or two men, and that the 
Provinee would appoint the same number and that then there 
should be a Chairman who ents be a full-time man; these 
other men being called in as the occasion demands for 


consultation with them. 


TH" CHAIRMAN: You would have representation 
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from the industry, would you not, Mr. Brownlee? 

MR. BROVNEEE : Well, I am not so awfully 
coneerned about that in my own thinking. Some people I know 
would pay a great deal of attention to that. The difficulty 
that I have run into in any experience I have had with 

Boaras is that where you ittempt to have representation, 

Say by an industry on the one hand and producers on the 

other - for example, take our Grain Inquiries, excepting 

the last one of Mr. Justice Turgeon, when he was made the 
sole investigator - any times before you have had a man from 
the Grain Trade and one from the Producers, and that usually 
results in a one-man Board. Becaus3 the interests of the 
Other two men are opposey to one another, and 1 finally 
resolves itself into a one-man Board. aAnd so I am now, 

es far as our own ideas in thinking this over are eoncerned, 
I do not know that we would press so much representation 

by the industry or representation by the farmers or other 
producers. Certainly if representation is going to be given 
to industry then representation should also be given to the 
consumers. I would be more inclined to think that it might 
be a Board established with men of the type I have suggested; 
one or tw from the Dominion Government and one or two from 
the Province, with a capable man as Chairman, who wouid be 

a full-time man, and with his proper staff of civil servants 
under him, dealing with questions of licensing and any of the 
various matters that might come up. But above all, conducting 
from year to year - and this is the important thing to us - 
conducting research from year to year so that at all times 


there ig available a fount of information &s to what is 


going on in the industry. 
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THE CHAIRMAN: sould you suggest an annual 
report? 
MR. BROWNLEE: Yes, I would suggest an annual 


report. My Lord, supposing that we had had that in this 
Province - and to some extent I may have been to blame myself 
es One who had a chance to do it and did not = supposing 

we might have head ten years ago a Board of that kind established 
in conducting research work from year to year, what a 
tremendous advantage it would have been to you at the beginning 
of your work here. 

THY CHAIRMAN: Probably there would have teen 

Ho pacer Tor: us here: 

MR. BROWNIES: Ido think there would have been 
aneed. The Board of Grain Commissioners is a very capable 
body and they have a magnificent staff. But that has not 
ovrevented commissions being appointed. But I do know this, 
that 2very time there has bem a commission established - 

when Mr. Justice Turgeon started his work of Inquiry the 

last time, that the time he would have to otherwise have 

put in was shortened probably 50% and he was tremendously 
assisted because it 4id not matter what phase of that 

business was up for inquiry there was a man available there 
who had been making a study of that for years and could give 
him a vast amount of information. Now there to me, or to 

my clients, wnen I say myself I do not want to appear to be 
speaking personally - there to me is the great value of 

an organization of that kinc. We do not suggest and I dn not 
think it is necessary that a body of that kind should interfere 
too much in the ordinary commercial undertakings of ‘hose wk 


are engaged in the business. There are certain places where 


a 
sebeaey 
ie 
Ber 
a 


Co Tre 
on) 
aie 4 
are 


ak 
rae Bae 
es 3 
i 
SES L ee 
! ' 


== rm 
— 
A 


t 


ag . Bie? 
= “4 = 
ag as 


a 


=“ 
wy x 
rs 


i 


a 

ri 
ms 
, 


ne 


-16 ,843- 


ie 2s, DrOWN] ce 
Me J. Davies. 


hse 


regulation, where there must be regulation to avoid wastage 
that always accompanies unbridled competition. But 
particularly I was thinking that the more research work 

that there is in connection with the great field of oil 
production and distribution in Canada and the more consistently 
that is oarried on the surer we are going to be that the work 
will be carried on without undue exploitation of our resources 
and at the same time carried on in a manner that will 

command the confidence of the people. And that is a most 
important thing. Theat is what we have in mind when we 

Suggest that there should be this joint wrking arrangement. 
And I do not think it is impossible. I have an idea that 

the Dominion- - I know they did a few years ago - and I have 
an idea that they would readily agree to put one or two of 
their very best men available to a Board of that kind. 

THE CHaIRMAN: Yell, your views have been very 
interesting, lr. Brownlee. Have you anything to add, 

My. x<riestloy? 

MR. PRIESTLEY: No, Mv Lord, 


eeees ee. @c 0 ee 6 


MAYNARD J. DAVIES, 
tir. Chairman and Mr. Commissioners. 

In appearing before your good selves there are two points 

that come to my mind, the first being, Should I try in the 

very small manner that I can, to give a factual out line 

of the various things that I have in mind. But I thought 

that other authorities and many experts much more capable 

than myself have already done that. So I thought that 


possibly being the first time that I have appeared before 
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you that if I just might state a few things that I have got 
locked away in my chest that you might bear with me. 

AS regards my association in 
the industry as President and Managing Yirector of Davies 
Petroleums Limited, I would say in the first place that it 
is only a few short years ago I was what most people call a 
promoter. But being fortunate to strike some oil in this 
wonderful Province of ours I feel a keener sense of duty 
and pride myself as being elevated somewhat towards the 
standard of an oil operator. 

T am nota) geolopistal. ivan not 
an expert and I do not think I have particularly much 
geological instingt. 

TH: CHATRMAN: ihe company you represent is 


a producing company, Mr. Davies? 


MR. DAVIS: s producing.company. 

TH? CHAIRMAN: Just for the purposes of the 
record? 

MR. DAVIZS: X25) <) ti have for a long time 


held rather a resentment towards what I feel is a monopoly 

in the industry as it exists in Turner Valley, in alberta 

and in the Dominion. But in saying that I believe there is 

a monopoly I do not want to be selfish, because if I were 

in the same position as the people that hold that monopoly 

my duty to my shareholders an@d my company would probably 
prompt me to do exactly the very self-same things thet they do. 
Sen ethercfore, 1 one that the Standard Oil Company of New 
Jersey and its subsidiaries are exércising the right business 
principles in administering the Alberta oil industry as suits 


themselves, of course. But the very fact. that they are the 
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controlling influence is the very reason tuat 

legislative bodies function to preserve the privileges 
and rights of the majority who are ruled by, as I believe, 
by the minority. 

The first one of our great points 
is the pipe line rate and handling charge, which has been 
adequately considered and so recommended. 

I find it has alsc become a 
contentious question between the competitive refineries. 

But I don't see any reason why competition of refineries 
Should possibly endanger the full benefits of the reduction 
in what I personally and many others thousht exhorbitant 
rates for many years, should be passed on to the benefit of 
Soy perticuler refiner. It is my opinion that the benefits 
which I believe amount to about 8 cents a barrel, should 

be passed on to the producers. 

TH CHAIRMAN: Teaving aside the refiners, 
Have you considered the position of the consumer? You will 
come to that, I suppose? 

MR. DAVIES: Yes, I think I will, Sis. 

As a matter of fact, I may just as well deal with that now. 
The oil industry in the “rovince of 4lberta, in my opinion, 
igs in a very poor condition. By oil industry I refer to the 
position of the independent operators. “hat we want to do, 
I think every operator in the field wishes to step out to 
spond some money to develop new structures, so that Turner 
Valley when it does come to its end, which it must of 
necessity at some time, there will be a continuation of the 
Supply of oil, or before that there will be supplies of oil 


that might possibly holp us to create a greater market and 
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create a greater industry. But we have not got the money 
to do it. Certain companies, like the Anglo-Canadian, 
have through the intelligence and the ability of the people 
in charge of them, been successful in raising funds and 
drilling wells all over the different structures in the 
Provinee. The Brown Oil Company or the Brown Consolidated 
very recently undertook a test of the Jumping Pound. 
Now, £ believe most of these companies find that they have 
not the money to prosecute any search for oil. So while 
some may argue that the benefits of this might go to the 
consumer, I say that unless something is done to preserve 


the conditious of the producer then in the future development 


S 


Hiv ve restricted to proven aréas on a System Gf Tfinanciueg 
which leaves the company holding practically nothing when 

it completes a producing oil well. ‘there was a time when 

we could finance by stock. But the application, in my 
opinion, of methods used in Turner Valley together with the 
restrictions that companies have, both from marketing to 

the public am stock exchange regulations, make it practically 
impossi ble to-d¢y for a sveculative company to raise funds 
for drilling or exploiting the oil resources of the country. 
And go we find our system of financing to-day one that [I 

have had to resort to, against my will, that of selling 
preferred royalty units, which leave a small interest, 

but a deferred interest to what we term the producer promoter 
or the company that organizes the drilling of this particular 
well. I find that-in the course of the last several months 
that certain individuals have, a company Supported by a 
certain refinery organization, entered into the field of what 


t call vromotion. That is drilling oil wells by the sale of 
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units. In this particular case and in several cases 
preferred royalty units, that leave thema deferred 
interest in the well. Now, it is quite possible that this 
deferred interest may assist the refinery at a later date. 
But it also affects the ordinary operator who is tryiug tp 
carry on business of drilling oil wells to produce oil at 

a reasonable profit and to supply the cmsumer. Now, I 

know what I pay for gasolinc. I know what the consumer pays. 
But I do not know the refinery business. I do not know the 
technicalities. I am not any expert in regard to what the 
consumer should pay or what should be the economic price 

per gallon of gasoline. But I do know that under the 
system that we have operated under the last three years, 
Under the system of enforced pro-ration or consérvatian, 

that there will be few, if any, independent oil operators 

ma -enovner three .years. And if the independent operators 
are forced out of the Turner Valley picture, if they are 
forced out of @eveloping the resources of this Provitwe, 

then I will say that until the time comes that the major 

oil companies require, and not until they require these oil 
resources, then they will not be developed. I believe 

that peactically every part am parcel of what are termed 

the "wild-cat" drilling operations have been carried on by 
the independents. I will admit that there have been odd 
tests by the major oil companies. But if you wish to see 
the results I think it has beem definitely proven that the 
crude oil in Turner Valley was discovered by an independent. 
That the ensuing development was prosecuted by independents. 


Then the Turner Valley Royalties well first came in the 
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M. J. Daviess. 
major oil companies were not interested in the south end 
acreage and the only time they showed any interest was 
when they saw all sorts of independent companies starting 
drilling operations and acquiring land. From that point 
onwirds the weight of money and the weight of control came 
into being in Turner Valley and pretty well shut all of us 
off. fPoes that answer my feelings in regard to the consumers. 
Now much has been said about the posted field price. I am 
quite prepared to admit that the price of erude oil to-day 
is feir, economics], and we-can operate on it, but - am 
Sis. emphatically in fevour of the 8 eents per barrel as 
recommended being given to: the producer by way of an increased 
fi2erd ‘price of 8 cents per barrel. T believe at rien tially 
belongs to the producer and I cannot possibly see any 
justification for that-going elsewhere. Which also brings 
me wo another point. I believe, 1 speak for, myserr and, for 
my company or any companies I am interested in, I believe 
we Will all very willingly sit down at a table, put our feet 
under the table and talk this situation over; take a 
reduction in oil if we cam have an increase in market. 
tT have no doubt whatsoever who has the final say as to 
whether our merket can tc broadened or not. We have this 
war situation. I estirate millions of dollars a year in 
adverse trade balances is being built up in Canada for the 
purchase of American products, that could be substituted by 
Canadinn oil »roducts. TI think something should be done 
about it. Not purely from a patriotic view but for the 
future of the country and for the future of the Dominion. 
if we cannot develop our resources, if our resources must be 


shut in, if we cannot go out in the field of enterprise 
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and build up businesses :s these people themselves did 

In the past, then I can sée no future for the country. 

ft cannot see any future in population. I cannot see any 
future in business. And I suppose ultimately we will 

just De Torced: to the position as in other countries | forced 


to a system of extreme sceialism and what soes on from there 


tf do not know. 
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So long as conditions for 
financing privete venture remain in a comatose state then 
major interests can carry on with their plan of control, but 
by increased merkets, public interest and funds, will stand 
behind independents in their efforts to develop this immense 
Turner Valley and I believe myself to be most reasonable 
when I sey that every economic barrel of oil that can be 
produced should be consumed in this country. The present 
world situation glaringly accuses Canada of unbusinesslike 
administration inasmuch as millions of dollars on the wrong 
side of our trade balance could be placed on the other side 
of the ledger by the full use of Canadain oil in Canadian 
markets. I grant that there are many difficulties, but in 
my Opinion and I believe in the opinion of most independents, 
it would take only two bodies to agree, - I may be wrong, 
but I believe that would be the Imperial Oil Company amd 
the Railweys. 

4nd then I am well aware of the 
fact some of our independents resort to methods that cause 
resentment and do more harm than good, but I beliew that 
the cxigencies of their circumstences force such action. 
In fngland this year I spoke with many operators carrying 
on business the world over, and on being approached in 
regard to the Alberta oil situation, their stock reply is, 
twhy ask us to finance development for posterity, gain your 
own markets for your products." My analysis of such 
remarks is that though we cannot possibly Supply the full 
Canadian market, nor will we be eble to for many years, yet 

we suffer or should I say, forced to suffer, pro-ration to 


the benefit of foreign oil being brought into this country by 
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major oil companies. 

I believe the evidence before 
this Commission hes established thet the Stendard Oil Comp any 
of New Jersey and/or its subsidiaries exercise e majority 
control in the oil and gasoline situation within the confines 
of the Dominion of Canada. It can be most clearly seen 
that their advantage over the independents is definite. 
Whilst I would be mos% reluctant to suggest that private 
initiative be destroyed I em definitely not reluctant in 
stating thet power control by private enterprises must be 
curbed so tnat the poeples of this Country receive their 
feir reward for the millions of dollars that they have 
contributed with a view to profit, of course, to the develop- 
ment of vast resources locked in the ground by reason of 
their own markets being shut from them by orgenizations who 
seek to exercise a greater control then they even do at the 
present time. 

I believe it has been shown time 
and time again in the evidence before the Commission tnat 
the majority of tests on outside structures have been carried 
on by independents. There can be no dcubt that the crude 
oil of Turner Valley was discovered by independents,. This 
forced control that I have referred to, that is in my opinion 
of course, it creates two situstions. 

It creates financial difficulties 
at critical times, compels a reduction in the price of 
ecreage, curtails development; whilst on the other hand 
throws valuable acreage into the lan of the majors and in 
their policy intensifies their drilling operations which 
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under a system of pro-ration Will ultimately force all 
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other interested companies in Turner Valley to a point 
where their lifting costs will be greater than their 
revenues, Then, as happened on the Gas Cap when crude oil 
was discovered, wells may be bought for but a small part 

of the original investment and once again Tu eae 
complete control is established and John Public has been 
forced out. 

L SmVery MUCH in savor or 
conservation but I am very much afraid that the conserv- 
ation that we have in effect today is no more or no less 
than enforced pro-ration and I have no doubt in my mind 
but that were the curb referred to replaced on major 
Oil companies, so that the economic output of Turner 
Valley be used in the requirements of these companies 
for Canadian consumption, then. end then only, wait 
the Conservetion Board be able to function in the manner 
for which it was originally set up. 

Now whet I mean by that, sir, 
is this, at the very first meeting with the operators when 
there was a discussion as to whether there should be some 
new type of association set up to deal with the pro-ration 
that had been instituted by the bringing in of the Davies 
No. 2 well, that is not edvertising, it is a fact, and at 
that time the Conservetion veered around to where the 
Alberta Petroleum Associetion would be formed with the 

ultimate view pf bringing in the old Ges and Oil Jssociation 
and that steps would be taken toward establishing e Board 
within the orgenization to see if the requirements of the 
major companies were in order and that pro-ration was being 


carried out in a proper mannere tt that time, the operetors 
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were there, the major oil companies? representatives were 
there at the time and it was suggested that something else 

be done in regard to conservation and I reebioce Quite clearly 
as @ young men, sticking my neck out, suggesting that if 
conservation and pro-rat ion were going to be dealt with then 
they should be dealt with by two different and distinct bodies 
because I could visualize conservation and pro-retion becoming 
linked up together and I think I could also visualize the 
very same thing that ceused me to resign from the Alberta 
Petroleums Association and that was that the first thing 

we would see in our Association formed by independent oil 
operators would be s representation on the Board by the 

major oil companies, and today, while I would not sey they 
exercise a mejority control on the Alberta Petrolscums 
Association, I would say thet they have a very large say 
mienoOw it. -runctions. I have no quarrel whatsoever with 

the Conservation Board. I believe that they have fulfilled 

a very wonderful task.. They have hed a lot of problems. 

IT do not know whether their power is too great or whether 

2 is too Limi ted. I do not think I am qualified to say 

but I do feel that the Board should have representetives 

be the Oil Industry sitting on it. I have often thought 

T would like to sit on it myself but on this particular 
instance I cannot sit on the Board with them; I believe 

that they have endeavored to fulfill the duties thet were 

set out forthem and I believe they have had a tremendous 
amount of difficulty but I do not think that the irritations 
in our Industry will be eliminated until, first, conservation 
and pro-ration are definitely defined and removed from each 


other; in fect I think they should be removed entirely from 
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one or the other Boards; that there should be two different 
Boards to function, one for pro-ration and the other for 
conservation; otherwise there will ecelways be in the back of the 
operators! minds, whether there be or not, that there is 
collusion, that the major oil compenies are running it or 

the independents are running it or something silly is going 
on, so I do think one should be divorced from the other. 
MAJOR LIPSSTT: ir. Davies, supposing you had 

two Boards, and the Conservation Board said that as an 
engineering problem they should have 40,000 barrels a day 

and the Pro-retion Board thought that there was only a 
possible market for 20,000 barrels a day, what would you do? 
MR. DAVIES: then I would say it wouli he 
between the two Boards toegree as to wheat is the amount 

of oil or what is the present market for that oil. 

Macon LEPourts I am asking you to assume that 
the Boerd decided that 20,000 berrels was the possible 
maximum merket et the moment but the development had gone 

to the stage where the @onservation Board said they could 


safely produce 40,000 barrels a day. 


MR. DAViS: YeSe 
MAJOR LIPSaT?T:? Then what happens after that, 
MR. DAVIES: Then you would have to produce 


20,000 barrels per day. 
MAJOR LIPS#STT: Is that not exactly what the 


Conservation BZoerd is doing*t 


MR. DAVISS: It may be that is what they are 


fioine,) six, but it nevertheless does not divorce one problem 


from another problem; by thet I mean is oil in Turner Vel ley 


; foe, 
aC ve 


. 


‘ 


t 


= ad 2 
ne 2 ; 
Tie « 
Ye 
7 e 
ee 
a = 
a 
Je 5 
Fe 
is = 
. : 
4 - 
(ee = : 
: aa 
i 
ue 


ea 


ee 
ai 
tee 


Maynerd Davies 


WeSPavoOrye Or is° at not? Apparently experts themselves 
do not agree on it. I do not think enybody can say with 
a great degree of certainty that the gas going off the 

gas cap is against the crude oil operators or against the 
future output of crude. It is either migratory or not 
and we find that experts disagree on that. 

MAJOR LIPSET?: then the Conservation Board, 
that end of it more or less gogs on the basis that it is 
one common pool with the gas migrating ell over the field. 
Now assuming they came to that conclusion, what would the 
Pre~ration Board do? 

MR. DAVIES: shen it alters the pw esent 
Situation if you come to that conclusion. 

MAJOR LIPS#itTtTs i do not know as I follow you. 
Whet does it do then? 

MR. DAVIES: When it is proven, sir, that 
Turner Valley is a pool and that the oils there are migratory 
and the gas migrates, then the problem of conservation and 
pro-ration are wrapped up in eech other but at the present 
time they are not. I mean Mr. Mayland, for instance, or 
should I say the Gas & Oil Products and their engineers 


disagree as to whether oil is migratory or not. 


(Go to Page 16,856 } 
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MR. COMMISSIONBR LIPSHTT: Well that can never 


be solved definitely at the moment. All you can do,T 
take it, is to have somebody or some person who fives 


decisions to the best of their opinion’ 


MRe DAVIES: Grented, sir. 
Mae COMMISSIONER LIPSETT: Then you have the 


Sonservation Board, as I understand it, taking the opinion 


that it is a common pool? 
MR. DAVIES: Grented. 
Pee. COMIISSIONSS. LIPSETTs Theat is all the decision 


you can possibly get at the present is it not? 

Mae DAVE wo: Yes, but then you have 
probably 5 Oj of the operstors disezgreeing with the Board. 
MRe COMMISSIONER LIPORTT: If you get two Boards 
and one says it is a common pool and the other agrees with 
possibly 50% of the operators, where do you get? 

MR. DAVIS: Knowing oil opsrations 
as I do, there probably, there would still be a 50% disa- 
“greement. 

WR. COMMISSIONER LEPSSTT: Supposing you have two 
Boards and one took one view and the other the other, what 
results from that, or what would you then suggest? 

MR. DAVIES: I think it would eliminate 
the argument thet probably some refineries put up that 
probably Model Cils has put up, and that the Mercury has 
put up, or various organizations that are interested in 
the gas-eap wells. I think if another Boarda would only 
obviate the irritations that it probably would do much 

for us all to g:t our feet under the table and try to 
co-operate, even though as we have been for the past 


several years absolutely at logcerheads when it comes 
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M. J. Davies. 
down to having co-operation. Although I do not infer 


that the Conservation Board has not given us co-operati on. 
They have. ‘ve heve been injured at various times when 
there was any problem or any new crder going into effect, 
and I only advance it as my own personal opinion, I may 

be entirely wrong, that probably there is a little meat 

to it that you micht consider. 

MR. COMIISSIONSR LIPSETT: Iam only trying to 

get your views, Mr. Davies, because one sees the difficulty 
of the problem. I was wondering if you could go a little 
further than that and suggest what the answer is? 

UR « DAVIES: I do not know that I 
can, Sir, except only that I believe thateach Board should 
have representatives of the producers on the Board. I 
believe that is vitally necessary in the future. J would 


” 


say this too, I believe in California as a matter of fact 
the oil operators have their own, or did have up to the 
time I was there, spproximately a year ago today, have 
their own organizetion that consulted She major companies 
in.a sort of co-opepetion and gauged their output and 
gauged the verious wells on the decision of themselves. 
There is no government body functioning to see they were 
carried out but just an associstion of themselves. I am 
not advocating that we go guite that far, because the 
major oil companies might get control of that too. But 

IT am advocating that possibly the operstors could be 
represented on the Conservation Boarc, if there could be 
some means that I do not know of, and I admit,of divorcing 
conservation and pro-ration for the time being from each 


other, I think it will rule out a source of irritation 


in the industry. 
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MR. COM"ISSIONER LIPSETT: ee oe een OF 


get two représentetives of the producers, one representative 
of the producers who say it is 4 common pool, and the othor 
a roprésentative of the producers who sey "Oh no, the ge3- 
Cap does not interfere with the rest of the fiela." Ana 
you will just have the same deadlock. 

Mis DAVIS: There will be that 
argument probably, come up. 

MR. COUMISSICNER LIPSSTT: You would not necessarily 
be much further on would you? 

MR. DAVIES: No, except that it would 
as I say, eliminate irritation cf having a hody that in 

the opinion of most operators or part of the operators, 
holding diverging vievs from theme I think that the moral 
aspect alone of the indcpendent operstor, one of course 

that would be sc appointed by the independents themselves, 
one that they had faith and trust in, appointed to such a 
board would create a moral effect itself in the industry. 
MER. COMAILSSIONSR LIPSETT: I suppose really 

what you feel is that the fonservation angle has been given 
too much consideration and possibly not enough eonsideration 
to the equities involved of people who are being hurt. 

MWR. DAVIES: Bxactly,. siz I think 

I have pretty well covered that part in what I was gcing tno 
say then. I admit I have said a good deal against the major 
oil companies, and also I can pay them a compliment. I 
believe that for the good of the industry the world over 
that those major oil companics are necessery to curb what 

I would term the opposite of themselves, and that is the 
choap operator that uses every subterfuge whether it be 


good business ethies or not, to dispose of his oil or 
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gasoline at any cost at the disrupt ion of the market for 
his own pecuniary ambitions. That is my opinion of tho 
opposite kind of operator, and he does the industry a 
great deal more harm than good. 

I havé had some 
dealings with the Royalite, Imperial and British American 
Oil Companies, and have always received every courtesy and 
assistance, unfortunately not financial assistamce, and 
have of course had the ndd duel of words whieh will 
happen among tho best of friends, and as an operator 
and head of Davies Putroleums Limited, I close my remakrs 
With three observations in particular, that I have already 
referred to. 

Firstly, that some 
means be established to compel the Imperial Oil Company 
to open its market to usa the economic output of Turner 
Valley in their reguirements. As I have stated before 
I am convinced that the independents will do their fair 


4 


part in anv adjustment that may be necessary. 
Secondly, that any 

increase in the government royalty which could only lead 

to catastrcovhe for most companies bo nipped in the bud, 

So to speak, before any move is made in thet direction. 

I happened to miss in 
my remarks, Sir, a few words I had to ssy about the govern- 
ment royalty. I have heard from various sources that the 
government does contemplate - I say it is only from hearsay - 
that they contemplate an increase in the landowners! 
royalty, or should I say the royalty under the government 
lease. These will undoubtedly create a very sericus 


situation inasmuch as all royalties set up provide for 
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10% government royalty. Most companies have a net interest 
in their wells and have their economic rates fixed by that 
10% royalty, and as financing is so very bad and has been 
for years in regard to drilling oil wells, I believe that 
any increase in that royalty can only leave in its wake 
a trail of ruined companies. 

Thirdly, that the posted 
field price of crude oil in Turner Valley be inereased 
8 cents in line with the reductions in the pipe line 
and handling charges. Pismo Woy 6 ite. 
THE CHAIRMAN: Thank you very much, 
Mr. Davies. Anything more tonight, Mr. Frawley? 
MR. FRAWLEY: No, that completes 
all the submissions by people other than myself, and I 
would ask the indulgence of the Commission not to meet 
tomorrow. I would like very much to have that day to 
complete what I have to say. I would like the Commission 
to adjourn until Monday morning.e 
THE CHALRMAT: Any objections? 11 
Yight, we will adjourn until Monday morning at 10.30 


o'clock. 
(At this stage the Hearing was adjourned until 10.30 A.M. 


December 18th, 1939). 
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THE CHAIN AN: ALY PLE: LIY e 
Frawley. 
Mie FRAWLEY: Mire Chairman and lhir. 


| 


Comrissioner; I feel very humble this morning. The 
closer I get to this task, the more I feel that it 
is a very serious problem ané a very large one. I 
was just telling to my friend iir. Nolan that one 
fiight as well start to argue the British North 
imerica Act from the first section to the last 
PocuLoOn. J feel perhaps I could do that. job a Jittle 
more satisfactorily than this one. 

However, if I am able 
to convey to you, ire Chairman and i.ir- Commissioner, 

a few of the ideas I have arrived at, perhaps that 
will be of some assistance to you in the work you have to 
doe 

Now I have followed through 
roughly the same order as my friends, that is starting 
at production. I have a series of memoranda, which are 
only notes and would not be of any very great assistance 
to the Commission nor inceed, I am afraid, to the re- 
porters and it is from the notes that I shall make the 
observations which I will make. 

In production I have 
broken the discussion down into three, into four parts; 
(1) The cost of production. 

(2) The fiela price and the economic fringe. 
{Z) Field contracts, and 


{4) Conservation. 
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Now when I begin to 
think ---- 

THE CHA TruAN: Pardon me one monent, 
would you give me those again, cost of product ion-<= 
WRe FRAWLiY: Cost of production; 
field price and the Economic fringe; field contracts 
and conservation. 

Now frankly when I 
begin to think of cost of production I am bound to 
turn my mind at once to Dr. Frey's evidence before the 
Commission. After all Dr. Frey came here from a 
Bureau in the United States that some years ago made a 
very exhaustive study of the cost of production of 
crude petroleum in the United States and he told us 
the success or rather the lack of success which at< 
tended the efforts of that work and I am bound to say 
that I was impressed with the evidence given by Dr. 
Frey with respect to the cost of production and I 
think I can do no better than to simply recall to the 
minds of the Commission the evidence that he gave on 
the subject of the cost of production. Fortunately 
for us he left a memorandum with us, which means that 
really it is not necessary to go to the transcript. 
That discussion, that memorandum is wxhibit "457" and 


it is the statement by Dr. rey of the ocst of pro-~ 


duction. 
THE CHAIRMAN: Did you say "457". 
ux hib OMA At 


Mire ‘Chairman, I will 


4 
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simply read two or three pieces there from that men-~ 
orandum which I think crystalizes Dre trey's thoughts 
and which I. em bound to say that I cannot aisagree 
with and I @an only bring it to the consideration of 
the Commission. 
The first passage is: 
"In appearing before this Commission is is 
"my object to point out that even were it 
"possible to determine the cost of producing 
"erude petroleum, and that could be done if 
"one were willing to accept enough arbi- 
"trary allocations of various items, never- 
"theless the field price of petroleum and the 
"cost arrived at do not necessarily have any 
"correlation at any given moment and further-~ 
"nore it may be questioned even in the long 
"yun that the amount of money received for 
"Ghe producbion in an oil field equals the 
"expenditure in that field." 
& little further on he 
says, page 6 of his memorandum: 
Nii be nly Opinion thet with as, little: history 
“end as few wells as exist in the Turner 
"Valley oil field that a cost of production 
"study would be too inaccurate to be of any 
‘real value to anyone except for historical 
"purposes or as the basis for future com- 


"parisons of changes in operating costs." 
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And on page o: 
"ight here I should like to digress to 
" point out titan average is a 
"statistical fact which carries with it 
"no implication of the range, so if one 
"states that the average cost is 85 cents 
"per barrel there remains the question of 
"how flany producers are above and how many 
"wells are below, that is: and if one says 
"that a reasonable field price should be 
“determined by the cost of the production 
"then as a matter of logic une faces the 
“question why select average rather than 
"the high or the low? Obviously the dif- 
"ference in costs is related to potential 
Worotiive.: 

sand at page 7: 
"as the important problem in currently 
Nanortizing the cost of a property is the 
"estimated quantity it will produce, or 
"the useful life of the equipment as 
"“neasured by the estimated number of pro- 
"duction years, it naturally follows that 
"the cost per barrel is affected by any re- 
"vision of these yield estimates. Because 
“Nof many kinds of changes it often happens 
“that costs fluctuate widely from time to 
Besides there is almost always con- 


"time 


"ojderable difference as between wells and 
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"leases as to the degree in which the invest=- 
"ment has been amortized. It is consequently 
"important in any cost of production study vo 
"have a large sample and a long period in 
"order to compensate for the variables, other= 
"wise a reasonable average will not be ob-= 
"tained." 

ANG’ OR page Lays 
Mhay Ll have said up to this point is of 
"general application to the problem of dex 
"termining the cost of produetion. In ade 
"dition to these considerations. before a 
"reliable estimate of the cost of production 
Nin Turner Valley can be arrived at some of 
“the physical facts that have a very impor- 


should be 


i 
© 
5 
Kg 


"tant bearing on the problens 
"determined incident to a cost study are: 
Wie Extent. of the filelda: 

*% a. The outline of the producing vorizgon 


u b. The water contact line, if any. 


. c» The gas and cil contact line. 

: d. Any structural conditions, such as 

ut faults, that may delimit the field. 
# e. meOnOmMic conditions that uay delimit 
‘ the fieid. 


"2. Volume of oil in cross section. 
"3%. Volume of cil that can be lifted to vhe 


s surface by gas present in the structure and 


any other physicai conditions, if operative." 
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"4. uffect of release of gas pressure upon 

: ultimate reccvery. 

"Oo, VOlume of oll that willbe Left in the 
structure when cae flow ceases. 

"6. iethod of secondary recovery and Hs Bh re a 4 
costs, if a secondary method or methods 

u prove feasible. 

"7, What will happen in the movement of oil to 

> the wells when the gas pressure is reduced 

u to the point where the gas breaks out of 

_ solution. 

"8. uxtent to which the gas cap should be 

closed in - if at all - should merchantable 

" gas be recovered from the oil producing 

: section of tke field. What would be the 

A effect upon ultimate recovery of pumping non- 
merchantable gas back into the structure. 

"9. What optimum rate of flow would be most sat~- 
" isfactory from the standpoint of conservation. 
"10. Likely drilling program not only in Turner 

" Valley but in other possible competing fields. 
"11. Is the conservation program of the present 
government likely to become the long range 

" policy. 

"12. Would restricted production continue if the 


" market would absorb more oil than the field 


i could produce efficiently. 
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vi While I know that I 
"have not exhausted the subject of the cost of 
"producing petroleum t hope I have not fogged 
"the issue and that there is no misuhderstand- 
"ihg on the tonclusion I referred to at the 
"bDeginning of this discussion, namely, that 
"while it is possible to determine a cost for 
"the production of crude oil in Turner Valley 
"if enough arbitraries are assumed history 
"Might or might not bear out the truth of such 
"a cost beGause many physical facts concern- 
Ning the field are either not known at all or 
“are only partially ‘known which adds to the 
Yarbitraries that would have to be assumed 
"Nand after everything was saiad and done the 
"resulting cost figure would only be a 
“scientific guess, the value of which would 
“be of no prectical value in the determination 
"of price, for as I have tried to desonstrate 
"production costs by whatever method determined 
"may have little or no effect upon price but 
Negonomic conditions especially price may be 


"the determining factor in the cost of pro- 


PANG ti Ole 
Now that is I think a 


Frey says and so he gave it 


considered opinion that we 


Gould not find the cost and that even if we could find 
. the cost he did not think it was of any importance to 


us in endeavouring to arrive at the field price of 
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crude oil which after’all is perhaps the reason why 
we are ndeavouring to explore the question of costs, 
what bearing has costs upon field price. He gives 
it ag his opinion (1) Buena of the small sample, 
dDecause or the difficulties in the Leck or inror] 
mation that he enumerates, that it is not possible 
tO find costs, true GOStS. 

Then he says even if 
we did it is not anything, he would not recommend to 
the Commission that they use any costs such as were 
found in endeavouring to arrive at price. 

I must confess that I 
always saw 4 great difficulty in making any practical 


use of what the cost was. In my own amateurish way 


I simply put it to myself this wy, supposing we were 


able to arrive et Mr. Smith's costs and that was 1.45 
a barrel, the price being, having been arrived at by 
my friend's people at 41.20, it is not to be expected 
that Mr. gmith is going to get 61.45 for his crude. 

He would have to take gl.20 and also on the other hand 
if it could be arrived at, if say the xoyalite Oil 
company, the Jersey statements were authentic,~and I 
am not suggesting that they are because I must confess 
IT gubsecribe to the views of the people who say there 
are serious infirgities in those statements,~but if 

we were able to say that the cost of producing crude 
oil at 87 cents to the Royalite Oil Company, still IL 
say if,-of course we have to explore the savings, yes, 


if the competitive price wes ol.20 I presume the 
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Royalite Oil Company, like Mr» Smith or wr. Jones, 
Bhould be entitled to ask and gevw gle20, not the 
Luis. & profit. Now I suppose that is pretty 
trite, that sort of reasoning, that is pretty ob= 
viously but I only point thet out to indicate the 
difficulties and not only the aqiffleulties, perhaps 
the lack of real value, in endeavouring to arrive at 
costs for the purpose of arriving at price. 

THE CH4 IRMA Ns I can appreciate Dr. 
Frey's evidence and also what you say with regard to 
the difficulties of ascertaining coyts in Turner 
Valley but I do not follow that the cost is relatively 


unimportant when one gccs into the broader field of 


world production because it does not seem to me sensible 


to say that over the whole world oil cannot be pro- 
duced except at a loss and continue to be used to re- 
fine producte. You can take an isolated field and say 
well if they want to get their oil out at all they must 
compete with the world markets but to say that the cost 
of production has no relation to the cost of the re~ 
fined products, it seems to me an absurdity because no 
class will stay in business forever at a loss. 

WR. FRAWLEY: well that is true. 

THA CHATIMAN: A particular field may. 
WRe FRAWLEY: Yes, it seems an extra- 
ordinary thing, quite true, wir- Chairnan, that in 


the Hast Texas Field wells are drilled to very shallow 


Pa | aw) 
depths and at very little cost. 
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MR. FRAWLEY: And oil is produced 
ohere, let us say of the gravity as ours and we go 
Royo Or 7 or © thousand feet at a cOgb or Meo cer 
175 thousand dollars. 


THs CHALRVAN: Yes. 


MR. FRAWLGIY: and those two fields are 


on the evidence of our witnesses mmpeting one with the 


other. 
TH CHATIUGAN : Yes. 
MRe FRAWLEY: That isa perfectly sound 


and true statement. 

TH CHALHWAN: Yes, but in the over-all 
picture I suggest that it is not reasonable to say that 
cost of production has no relation whatever to price; 
the cost of production ina particulary field may have 

no relation to price. 

Mike FRAWLEY: That may be ea better way 
Peppubting it. I presume that it Must De “soj) onae 
there are varying costs of production. There must be 


§ Cost. We have not been able to find it because of 


this inability to find an amortization figure but 
trere mast be a cost. It is X cents. Thev is-or is 
not more thenthe price which is obtained by that 


company, which is paid that company. 
~ ~ retest Fev en ava = 
THs CH ALKA Nes LS SNO 


MRe HRAWLLY: So that a particular 


company is either making money or losing money. 
THE CHAIRiAN: Yese 


lik. FRAWLEY: On the crude which they 
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Sell. It seems strange that they do not know from aay 
to day whether they are making money or losing money 
tut that is what the evidence amount s to, it seems to 
me, and we cannot say, we have spent e good round 
number of hours in trying to find out that very dif- 
ficult guestion, trying to solve that difficult 
Question, it is extraordinary but nevertheless I 
think we are faced with the facts here, we 
brought, we did it in a variety of ways, we brought 
the accountants, Mr. iiorrison, in whom I for one have 
every confidence, and he casie with the results of his 
analysis of the accounts of one company and he simply 
told us "You will have to give me the per acre recovery 
underlying my client's land and then perhaps I can work 
out a figure for you", and you recall from the figure 
he filed, the best he could do was to show a series of 
values. Well of course that is not sensible. There 
is not a series of values. ‘There is just one but all 
ii%e viorrison could do for us was to give us that the 
price would be on a certain assumption. 
MAJOR LIPSETT: Have we not to some ex- 
tent the answer touilre Norrison's query in the finding 
of the life of the field. 
MR. FRAWLEY: Yes, to some extent we 
have but then you see our difficulty there, I think 
wre Morrison has,-that we have to take that and put it 
to a well. 
THL ChalkwaN: ZeS¢ 
MRe FRAWLEY: ‘hich I do not suppose we 


did. 
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THU CHATIAN: NO o 

MR. FRAWLEY: I do not suppose the 
Commission did last spring when they arrived at the 
Mesut. Of course that. i.6 obvious. 

WAJOn LIPSETT: Bub could not we re- 
late it to the whole field. 


MRe FRAWLEY: we@Lll we have it for the 


@) 


whole field. we have it for a certain number of acres 
which you have said was the area from which this pipe- 
liae would draw but I do not know, I do not suppose 
there was any attempt at all, not the slightest, to 
say that Royalite Wo. 28 or whatever you would Like to 
take, to say it has any certain life. 
MAJOR LIPS: YOU 0G. DOM Gree a tye 
Frawley, it is possible to arrive at souething near it 
by taking the presumed oil under an acre and on the 
basis that a well might drain 40 acres and the average 
cost of the weil. 
MR. FRAWLIY: I dare say a calculation 
could be made. I would not want to be so forward as to 
say you could not make a calculation. I think probably 
if the Cosimission gave wr. Cottle enough factors that 
he cculd work out an average figure for you but let us 
suppose he did, of course that does not, it is not 
necessary to relate it to the cost, to the field price, 
because one of the questions you have to answer and I am 
mindful of that, regardless cf what value comes from the 
X cents which you might put down as the ccst of produc- 


ing crude oil in Turner Valley, nevertheless, presumably 
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if you felt you could do that, you would like to do 
it, because it is one of your duties, one of the 
things which has been asked of you and say you did put 
down, “in Our opinion and the best calculation we have 
been able to make is that the dost is 41.98." Well 
that would just be an isolated finding, and after all 
feyounab ean be done it should be @one but. it ig to 
Carey it out and make any use of itvand to works id 
Out a8 against this other thing that I am coming to 
and that is the field price. 
MAJOR LIPSiTT: Dhenvit itiwlieswet) ian 
terrupting you---- 
tke FRAWLEY: NO. 
MAJOR LIPSiETT: fan just trying to think 
this through. ‘Wake your suggestion now of this word 
"Drige” as related to lurner Valley and fixing the: fair 
field price, supposing that owing to shortage or any 
other reason the Government of the United States said 
they required all their oil for themselves and that 
there wes to be no further export of American crude+=--- 
vine FRAW uit Y: 4 lot of people would 
like that very much. 
WAJOR LIPSiTT: Yes, would your price 
then in Turner Valley automatically go up to what it 
would take to bring crude in from Venezuela or somewhere 
else, notwithstanding that the people are able to do all 
right at the present price for Turner Valley crude. 
ME. FRAWLEY: Jell you see, that is 
getting down to, to perhaps the ridiculous, ad absurdun, 


in connection with the force of thisresult and I an 
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going to say something in connection with that when 
I comic to the proper field priee to be paid but 2 


think that---- 


THe CHA LRU : Partially no doubt that 
1S S06 

WRe FRA Li: Yee 

mA JOR LIPSETT: Your argument would go 


that length. 

Mike PRA WLLY: well | Say my areveme nt. 
yes, the only one advanced here and the one I am bound 
therefore to think probably the Commission will have to 
accept, this competitive value, and frankly, without 
wrying to make fun of it, I have, I intend to give you 
@ very short: picture of how this competitive price works. 

what happens when you introduce some different factors 
into it but there it is,.it seems inevitable,.-it seens- 
to be just the necessary result and I dare say if 
there was a catrastrophe of some kind in tiontana today 
and no more Cut. Bank, Cut Bank disappeared into the 

bowels of the earth, then. I suppose we would go rang- 
ing abroad and we would go to Wyoming and we would 
say "hat does it cost from Wyoming”, and if we had no 

Wyoning, what would it cost from some other place.- The 

value at hegina would go up and all the time the cost 

of crude would go up and then what is of great concern 
to ne all the time, the tank waggon in Calgary would go 
up although we have lots of oil in Turner Valley; that 


is the competitive system when you go maxing prices on 


the basis of it. 
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However, I think that 
while it is not very satisfactory, but perhaps it is 
just inevitable. It is just perhaps something we 
have to accept and that is that the cost of Turner 
Valley, the cost that we will have to, that we will, 
my submission to the Commission is that the Commission 
Will have to say that notwithstanding the studies which 
have been made, that we cannot give to the Lieutenant-Governor 
im-CGouncil the cost of producing erude oil, subject 
always to what you say, ir. Commissioner, being able 
to work out something in the way of an average. 

MAJOR LIPSETT: It might possibly be 
said, inn. Frawley, that the instance I am just putting 
to you, that that might be one of the cases referred to 
by Dr. Frey where the Government would have to interfere 
because something entirely exceptional had happened; 
probably that may be the answers 

wmRe FRAWLEY: In the case of the, that 
it was an emergency. 

MAJOR LIPSIETT: YE So 

MR. FRAWLEY: Yes, I do not think we 
would be so blindly wedded to that theory. AS you say 
that is where a little common sense would come into it 


and we do something arbitrary. 

Pike PLOTRING: life Chaivihan., 20 mint 
interrupt with a little thought here, that if the 
United States did place an embargo on exports to Canada 


‘and we had to rely on our resources in order to suppiy 


our markets, the laws of competition woulc be the only 


laws that would take care of the situation because the 
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price would have to go up sufficiently high to re= 
place the oil in the United States and thereby give 


incentive in Canada, either’in Turner Valley or 


somewhere else, tou get the quantity which would then 


be necessary and when that quantitity was obtained 
the price would go down, so if you did attempt to 
lower or to keep the price down, you would defeat 
the very purpose, and that is bring in enough oil to 
take care of our requirements so the laws of com 
petition are natural laws and I do not see anything 


wrong with it in that regard. 


THE CHA Luda Nn: All right. Well now-#~+ 
MRe FRAWLEY: Now passing from the 


cost of production to the field price and what the 
witnesses have called the economic fringe. 

New the only proposition 
advanced before tbe Commission and certainly accepted 
by the witnesses who gave evidence, and it is the com=- 
petitive price proposition may be set out in these 


words; 
"The field price of Turner Valley crude should 
"be in dynamic competition with the crude from 
"other fields." v 
Otherwise expressed the 
proposition may be stated: 
"Tt must sell at a low enough price to displace 
“competing crudes fron its most advantageous 
" 


Wmarket . 


That is to say,"a market 


which can be supplied without too great sacrifice", so 
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that it may be said that the price cannot be any 

higher than that figure and it should not be any 

lower than that figure; that is a low enough price 

to displace competing crudes from its most advan- 
tageous market and,-I want to emphasige that,- beo 
cause the market has been selected in this case and 
that is the most advantageous market which can be 
supplied without too great sacrifice. Now the free 

use of these words indicates that assumptions have 

been made, conclusions have been come to and opinions 
arrived at. 

THE CHATRIMAN: hire Frawley, you were 
quoting there from where. 

WwRe FRAWLEY: I was not quoting, no, in 
using that expression I think that is certainly what Dr. 


Frey and Dr. Brow) said but where it is said, unless it 


would be in Dr. Frey's memorandum 711, which I intend to 


» a Cae ad al 


THE CHATHAAN: any reference you have to 


Volume or page it would help us if you would give it to 


US 


MRe FRAWLEY: Yes, I will remember that. 
Now applying the propos- 
ijtions to our own field concretely there are a number 

of fundariental considerations which, after they are 
given thought to, arrive or bring us to a conclusion as 
to whether or not the present field price is a sound one 
or not. These propositions are to some extent mere 


statements of facts and in other instancesis merely in- 
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ferences frou facts which have been established in 
evidence. 

Now the first consid- 
eration is that there ere three refinery areas in 
Western Canada iast of the mountains (1) the Calgary 
area; (2) the kegina~iioose Jaw area,-and each of 
those two areas, Calgary and negina-iioose Jaw, rep- 
resent about 10,000 barrels of crude daily and then, 
thirdly, that part of the Onturio refinery area lying 
in iianitoba so that there are three refinery areas in 
Western Canada; Calgary, hegina-iioose Jaw and the far 
Western Ontario, 

Secondly, it may be con- 
fidently states that there isa sufficient production in 
the field to supply all of those arease I think that 
cannot be denied because we did supply all of those 
areas up to last year when there was less production 
than there is now. 

Thirdly, the proposition 
must be accepted from the evidence that there can only 
be one field price but I have a serious modification to 
interject there because I am of the opinion and so sub- 
tit to the Commission that there is nothing unsurmount-— 
able at all with having more than one field price if a 
rarketing board were interposed. Now there would have to 
be such 2 board but I can conceive of nothing that would 
defeat the object of the scheme if we did want to send a 
thousand barrels or 1500 barrels to take back and re- 


capture the sianitoba market and it had to seli at 90 
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cente. The value of that much crude at the negina Re- 
finery, turned into products to ship to Winnipeg 
shall be so much, very easily ascertainable, 
(Page 16,880 follows) 
it 
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It may be 90 cents. I think somebody said 90 cents. 

Well, if it were wise, and I am not suggesting it would 

be wise - but if it were decided it were for any reason 
you like, and after all we are selling the crude am it 
does seem to me, whether it has ever struck anybody else 
that way or not, that there is something psychological 
about our being able to supply the Canadian market if we 
could. I think there is something that, would be ofjvalue 
in the furtner development of Turner Valley if we were 
able to say "We, the Turner Valley producers, can supply 


the whole of Canada." That is alwaye if it can be done 


Bewromtealiy, of course. There is no purpose in’ selling 
Meeiathey have to sell it at. 5 eents a barrel. But it 
seems to me that is at least a consideration. Cf ie were 


possible and if it were wise and sound and proper to 
Supply the Manitoba market am we wanted to push back 
that Ontario crude, and when I say ."Onterico arude” 7 
mean that Ontario gasoline; and when I say that I mean 
forcign erude. That is the only proper name to call it. 
If it were thought wise to do that surely a scheme could 
be worked out, such as is being worked out in the Province 
of British Columbia with respect to the fruit crop. That 
a certain number of barrels would have to sell at 90 eents 
and they would have to be sold to a marketing board and 
then sold to the refiners from the marketing board at the 
price of 90 cents and the returns pro-rated over all the 
producers. It might involve selling all of the prodw tion 
to the marketing board. There is not anything difficult 
about that. A scheme could be worked out. i only 
suggest that because it might have to come to that because 


the alternative, the only other alternative as given here 
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in the evidence and established by the Bxhibits is a 
perfectly absurd one and one that is not wo-th wile 

looking at a second time. That is one holding the field 
price down to 90 cents for the purpose of taking that 
portion of the Yestern Canadian markets represented by the 
Manitoba consumption. That, of course, would give us a low 
price for gasoline in Calgary. But, efter all, there are 
the interests of the producers to consider and to ask a 
producer to sell all of his crude for the Marginal pri ce 

at Manitoba would be asking him to take a reduction in his 
total income which, of course, he would not take, and that 
os the end of that. 

THE CHATRMAN: Have we @ single witness who 
puts forward that view? 

MR. FRAWLEY: That there should be @ marketing 
board. No. 

THE CHAIRMAN: That would bring about the 
result you speak of in the views you mention? 

MR. FRAWLSY: Wo, everybedy says MWe ao 
not want'----- well, I do not say - we have a witness and 

I will try and find that for you, who agrees - I do not 

know whether it is Dr. Brown, who simply says, without 
giving the matter any thought, “I suppose that it could be 
worked out that way", something of that sort. I do not 

know that he goes any further than that. Beecarse ne does 
not subscribe to it. He simply says he looks at it the 
other way. These men who came here from the United States 
do not want any intervention of any kind. I mean they came 
with those views, like the bloud coursing through their veins, 


and they say that they have not given any thought to the 
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imposition of a marketing board. It is just as bad as any 
other sort of board which would assume any real power in tle 
regulation of this industry. However, that is a digression. 
i think, Mr. Chairman, we would not find anything more than 
a Simple, casual statement by either Dr. Brow or Dr. Frey , 
or perhaps both of them, who say that, perhaps, it could be 
worked out like that, worked out with a marketing board. 
But I could not seriously submit it in answering your question 
that there is anything in the evidence upon which the Commission 
could accept this submission of mine frankly because it is 
something you would have to anply your own minds to. Which, 
Sr Course, let me say at once,because I am going to have to 
say it many times and I might as well as it now as say it 
tater, that this Commission is not bound to accept the evidence 
of a Single witness and, notwithstanding the absence of any 
evidence, can of its own original conclusions and having 
applied its own original minds to it, can come to recommenda- 
tions ami submit them to the Lieutenant-Governor-in-Council. 
MR. COMMIS: IONER Lips. Tt: iL think, Mr. Frawley, there are 
two witnesses - I only thought Dr. Frey went a Little further 
than, perhaps, you said in that direction. y thine i aed 
Some discussion with him. I haven't a note here about it. 
MR. FRAWLBY: It may be worth while now to 


see what he does say about that. 


THE CHAIRMAN: There is much discussion about 
that. ° 
MR. COMMISSECNER LIPSETT: I rather gathered thet, my 


recollection is that the effect of the statement was if you 


had some body set up.handling the whole marketing then it was 


advisable. 


MR. FRALEY: ir. Nolan has kindly pointed to 
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something for me. Volume 125. I have found, Mr. Chairman, 


I think whet Dr. Brown says about it. T must confess you 


are quite right. He does discuss it and points out the 


difficulties and so on. In Volume 125 at page 14,029, 


this 


is the examination: 

MR. FRAWLEY: Now, Dr. Brown, haye you 
finished that particular picture? 

ieaeve Finished that, Sir. 

That is all based on the assumption that all the price, 
the whole of the field price, must go down, for .allLor 

the crude which the producer sells, to gain the Winnipeg 
market? 

met DS right. It is based on a uniform price, in. the 
PLELG. 

Now, it. seems to be in the mind of some people highly 
Genboracte that the Turner Valley oroducer has Joss tne 
Winnipeg market. ‘We had it for maybe one or two years, 
now it is sad to contemplate that we lost that to Illinois, 
and it is present in everybody’s mind, and I am sure in 
the Imperial Oil's mind as well, that that market should 
be recaptured if it is at all possible; is it entirely 
preposterous to suggest, an entirely preposterous 
Suggestion to make, that some scheme might be worked out 
whereby for the Calgary requirements a certain price might 
be posted and obtained, - I am not thinking of any 

egdi tional price to the consumer, that is the last thing 
I am thinking about, that there should be any additional 
priee to the consumer, but that a certain price should 
be obtained, a certain price at the well, for what goes 


into the Calgary refinery and a certain price for the 
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extra amount which is used to gn further into Southern 
Alberta, if that would seem to be desirable, and a 
certain price to go further eastward now to recapture 

the Winnipeg market; and I would like to have your views 
and, perhaps, also in duc time Dr. Frey's views about the 
advisability or the non-advisability of any such scheme 
as that which would vrobubly mear the intervention of 
some marketing board or something like that? 


i pelieve Dr ..Freyrean fi 


a 


cuss that question with more 
Pam Tiacityanantil. can: but. its isemyp opinion that any 
such situation as that is fraught with dynamite and is 
almost impossible. Thel only way it could pen hendbediat 
all is ta establish a complete monopoly by some means and 
use the pool or the Cartel proposition and pay @ uniform 
price to all the crude that is produced in the field 

and then sell some of it at a higher price and some 

Sp oysower price. «it certainly ds hota system of feee 
competition and you are throwing over all the bases that 
we have used and all the bases that we can use to try to 
figure out an economic balance or What iS an economic 
Solution of the prob len. It changes the picture 
entirely. 

Would it be very difficult to work out, you say they 
would have to take 47 cents less to get the Winnipeg 
market, 47 cents less than the $1.20, and you see, that 
may be mixed on with the whole price of 75 cents, would 
it be a difficult thing to figure out how much less, 
what the position of the thing would be if he got 47 


cents less for just that portion which went into Winnipeg 


Gna 43 cents lLess---~- 
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"Q THE CHAIRMAN: ts there a practical difficulty 
in setting up two prices without eréating 4 pooljy) Sanit 
operation, have you not the practical difficulty that 
n everybody would want to sell his oil at the higher price? 
YES. 
"Q Nobody would want to take the low price, is that not the 
real practical difficulty, in the absence of a unit 
ui operation? 
"A I think that is absolutely true and I believe that Dr. 
: #rey has stated that here, has he not? 
"Q Yes, he has. 
"A He will answer that but I agree with what he has stated 
4 Mite was to the effect that if there 18a reouler orice 
posted or considered to be a regular price in the field 
4 and there is appreciable crude moving uut of that field 
e at either lower or higher prices and that continues, 
sooner or later there will be a shifting in the uniform 
. posted price. Now if we are going to have a standard 
Pieprice of $1.20 in the field snd if considerabie orude 
. is going at 75 cents a barrel, that situation cannot 
" exist for any length of time without something happening, 
e either all of it goes to 75 cents or they strike a 
: compromise somewhere in between, say 41-10 or something 
else happening, unless you have in the field a complete 
" monopoly such as the cartel or a pool or something of 
that nature. 
TQ < suppose somebody will discuss it in time, bud cutsice 
n of a monopoly there may be divided ownership in unit 
‘ operation, may there not? 


"& You wean unit operation in the field? 
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rae Un, yes. 
"g@ And yet divided ownership? 


Pieri. yes. lt has not always worked out successfully but 


there is no reason why it cannot be done. 


MR. NOLAN: There is another reference, if 


we might give that to you now? 


THE CHATRMaAN: Yes. 
MR. FRa\TLRY: To complete what Dr. Brown says 


im Volume 126 at page 14,054. Well, I suppose I should read 


tie Questior at the bottom, of vage 14,053. 


MQ MWR. FRAWLEY: Then assuming, contrary to 
: Vogt own view, Dr. Brown that if is desirable to. piven 


iH this crude into the Winnipeg market and it was suggested 


to you yesterday there might be some way in which the 
# paree for, the present price might be continued for ail 
M of the crude except what goes into the Vinnipeg market 


“ and a lower price for that crude, for that portion of it 

° which goes in, now what are your views of the possibilities 
¥ of any such scheme? 

"A Vell I am firmly convinced that any effort to maintain one 
a price for crude which goes to Calgary and another price 

" for erude that goes to Regina and if marketed as 

finished products only as far east as Tortage La Prairie 

of and another price distinct from that for crude which 


" goes to the same refinery and ee Sank. as far east 
W ag ‘Tinnipeg is hopeless. I do not see how that can be 
" done. However, the equivalent of that could be done 

1 if all of the crude produced in these fields was pooled 


" and a pro-rated price paid tc the producer, which wuld 
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mean & reduction of about 7 or 7% cents per barrel on 

n ail of the crude. And then by some elaborate policing 
method give rebates to certain refineries or certain 

Wy operationa which might market their products in Winnipeg. 
” The only practical way to 460 that that I can visualize ie 
y e1ther @ complete monopoly in the control ‘of all of the 
erude ayailable in Alberta in orivate hands; LE ebe we se 
considered to be desirable, or a complete monopoly in the 
marketing of that crude in a Government body, so that 
there will be no chance for someone to break out from under 
: that regulation. That means that the latter procedure 

rf then is indicated because if one producer refuses to go 

: in with that or one single well, the whole structureqwill 
" be broken down very shortly. That means you have to 

" depart entirely from all consideration of an economic . 

s balance. You have got to abandon the principle which is 
i now in universal application throughout the world, that 
a all crudes find their economic level based upon the 

n competitive condition which exists throughout the world. 


. You have to set up arbitrary methods of marketing crude 


" and the only way I can see whieh will work is 4 Ffigorous 
y pool completely controlling the marketing of crude from 
this territory. And even then the return to the producers 


i would probably not be increased because of the increased 
# cost of handling this method of marketing, under present 
y eonditions. When transportation costs change, of course, 
" I want you to realize all my statements will be revised. " 
and so on. 
MR. COMMISSIONER LIPSE TT: There was another reference in 


that Volume at the afternoon session, Mr. Frawley, and my note 
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was that no attempt should be made to extend the rarket 
Simply by means of reducing the price of crude. 

MR. FRAWLEY: Yes, he repeats that very often. 
That is his eardinal princicle. He txinks under the present 
conditions of transportation rates and so on that the 
producer should not be expected to carry the whole load of 


pushing this crude any further than its present exonomie 


Pei nge . 

MR. NOLAN: i think that is page 14,0562, 
Mr. Frawley. 

THE CHATRMAN: That is not on this marketing 
board though? 

MR. FRAWLEY: No. That is another thing. 
THE CHATRMAN : Tet. us Pinisn iit. Vise there 


anything that. Dr. Brown says about the marketing board? 

MR. FRAWLEY: Yes; Ohe  o DO1Mh ere eee 

14,056, Volume 126. 
"Q MR. COMMISSIONER LIPSETT: Dr. Brown, following up 
e that statement that one well could break down the 
Li whole price structure, is that any different to the 
i present position? There are wells that are not bound 
r to-day and they do not seem to affect the price structure? 
"A But the present condition is not with a fictitious, 
“ unsound price. The present condition is that price 
as which is arrived at by trial and error and by combined 
" judgment to put the crude in competitive balance at 
" Regina. I consider that price has been arrived at very 
¥ elnsely. I think it is really a very sound price 
u based on conditions as they were when that price was 


n set. Now, if you want to upset that economic price 
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" and then do the other thing, it makes it still more 


difficult, that is to maintain two prices for the 
u Same crude in the same field at the same time. There 
is only one practical way to do that, in my opinion, 
" and that is to take the entire marketing of all crude 
" into one body which has complete control of the 
y marketing of that crude. Furthermore, in order to 
: carry on the object of the move a rather rigorous 
u policing effort for the hamling of the rebates which 
would have to be given to those refiners which do 
u. market the oroduct in Winnipeg. 
"Q Wow, I suppose three refineries would be affected by 
4 an effort to get theWinnipeg market. There would be 
u Regina and Brandon and Moose Jaw? 
A Moose Jaw, probably. 
"Q Now, those wold be the only three that would be 
. affected? 
"A Unless this situation might stimulate somebody else to 
" go in there somewhere and figure because of the 
a rebates you are giving for the product marketed in 
" Winnipeg he could make money. 
"Q And that would be increased production to Turner Valley, 
4 would it not? 
"\, Yes. There would be more crude run but, as I have in- 
¥ dicated before, at a price which I think does not 
u justify running the additional crude." 
Now, I think without any more---- 
TH! CHAIRMAN: He is very definitely of the 
opinion that one would say, wouldn't you, Mr. Frawley, that 


a scheme of a marketing board is not a feasible one? 
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MR. FRAWLEY: Yes, 

TH! CHATRMAN ! For the services we are now 
discussing? 

MR. FRAWLEY Yes, ne sees a lot of di fPicuiliies 
in it and he says that is the only way it can be done and 
then he points out the difficulties that would attend even 
Bre Going of that. If think that ig, rhaps, & fair way of 
meccins it. { think it is like everything ¢lse, there 
would not be anything impossible about it but his opinion 
would be there would be difficulties and imperfections. 

THE CHATRMAN : He is quite clear you would have 
foemarkey ail the oil? 

MR. FRAWGOE Yes, BLL goss Into the Tool. 

TH CHAIRMAN: You have to take over alk the 


Oil and have 


it under the complete 


control of the marketing 


board? 

MR. FRAWUBY: Yes. 

THE CHATRMAN: There must be no well outside? 
MR. FRAWLEY: Yee, 1 Shine so. 

MRe HARVIE: and policing im Witmiiper, whics 
Peer OC. Our jurisdiction. 

MR. FRAWLEY : Th is the fundamental thing. 
TH: CHATRMAN: He says having done that then 
if your policing is efficient pernaps you can work it out 
but you are going into the unknown and you are upsetting 
the whole basis of any economic scheme that anybody has yet 
evolved. 

MR. FRAYVIEV: Yeo, 2D “Ghink Se to-taw & am 
afraid I must put myself in the same ciass. Dr. Brown has 
not really -nd definitely «applied his lind to what might be 


called the ear 


telizgation of Turner Valley 


After ail, 


- 
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we cannot just scoff at cartels. They have been worked 
successfully in certain parts of the world but they are 
contrary and foreign to these competitive principles to 
which Dr. Brown subscribes. 

THE CHAIRMAN: I am coming to that. You won't 
mind our interrupting you because you are the last counsel 
that we will listen to and if we are ever going to get help 
we have to get it ere you are done because we will have no 
other counsel to help us. Now then he says that Dr. Frey 
Moat speak better than he about this. Dr. Frey has spoken. 
Poe rey has spoken about cartels and Mr. Lesuenur, I think, 
spoke about cartels. I am proposing - subject always to 
HOw interfering with your course of argument —- that.we run 
feo own right now. ve are on the, subject/and let us clear 
Met. ff it is convenient for you. 

MR.e FRAWLEY: Yes, we may as well go to it and 
we can find out what they say. It is going to take some 
time to get through this discussion but rather than go back 


to it we may as well finish now. 


To CHAIRMAN: Yes. ft-is worth while, I feel. 
MR. FRAYVLEY: What Dr. Frey says about cartels. 
THT CHAIRMAN: And speaking generally about 


marketing through a board, because that was put to him. 
MR. FRAWLEY: Te might take five minutes to 
get it in shape for you. It might be better veganae J an 
sure my friend Mr. Harvie and my friend «=r. Nolan will be 
glad to help you. 

THE CHAIRMAN: Yes, LL. gure. 

MR. NOLAN: The reference that Dr. Brown 


made to this matter on the occasion of his first visit is 
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contained in Volume 79. I will give you the page, Mr. 
Frawley. 
MR. FRAWLEY: Let us dispose of Dr. Brown now. 


What my friend Mir. Nolan issealling ray attention to is in 
Volume 79. in June, that was. Page 9207. Dr. Brown said: 
"Q That is the lowest refining costs that you spoke 
ss about earlier in your evidence? 
ates.) Under Conditions as they exists 
"@ You take that as a yardstick? 
"A I believe that would be the proper basis under these 
" conditions. 
"Q and not an appraised value? 
"A No, not under these conditions as they now exist here. 
"2 Vou do not think the conditions as they exist here 
: lend themselves to public utility regulatior? 
mA. No. 
"2 Iwonder if the fact that the prodwts of this refinery 
” are distributed in three Provinces has led you to that 
Py conclusion or influenced you? 
"A Wo, I was not considering it from that standpoint. 
Teeny if you did consider Ti7 
"A That would only complicate the oublic utility attitude, 
i? It would mean that the utility would have to be 
- controlled perhaps by a Board common to the threc 
at Provinces." 
That is somewhat along the same line. 
TH? CHAIRMAN: Well, let us know, Mr. Frawley. 
I wuld like to have gathered together all that Dr. Frey 
said on this subject of a board and cartels and so on. 


Tat is distinct from what Dr. Brown has had to say, about 
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going beyond the economic fringe and so on. 
MR. FRAWURY: Yes, I will try and find 


(At this stage there was a short recess.) 


MR. FRAWIEY: There are some references here. 
PoeeerOonn, on the 16th of June, in Volume 79,-=-—-— 
THE CHatRMaAN: rage 9027 you gave us. 
MR. FRAWLEY: Yes, I gave you that before you 


mer cuy. This, I think, is right in point. » Volume v79. 
page 9184, starting at the bottom of the page. 

TH: CHarIRMaAN: You seé, 1b isgwingereeting gat 
Dr. Brown might not have had his mind directed to this when 
he first came but he certainly had his mind directed to it 
On the occasionof that visit and, perhaps, it is @ more 
considered opinion that we get on his second visit. 

MR. FRALEY: This was his first visit. 

THe CHAIRMAN: and I say the fact that he spoke 
on both occasions lends weight to what he said on the last 
occasion because he must have thought about it in the 
meanwhile. 


MR. FRAVLEY: at the bottom of page 9184 


Tajor ipsett says: 


e I do not know, Dr. Brown, we have had some other 

dd opinions upon the subject, I. do not know if you have 
au considered at all the question of two prices for 

i Turner Valley crude, one say for the Calgary refinery 
nt and another for Regina and one, a lower price witha 


" view of putting the products further Fast or further 


n North? 


tx Yes.” 
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I do not want you to be too disturbed about Major uipsett's 
opening there. Probably he was referring to the fact that 
Mr. ::ieGrath had told us about is DUIIdine gipuot iis Joriee, 
by taking the three prices, because certainly Dr. Brown, 

@o0 Hot think, had spoken about it bhefme. Yell, obviously, 


you are now asking him for the first time, as I gather. 


"@ tet us say that 90% of the product was sold ata 


" certain posted price, where it would be possible to 
" allow 10% of everybody's production to be marketed 
: ete lower price, with a.view.of extendins the merken, 


if: We peve nad.& number Of opinions, terchaps you would 

" like to express some opinion? 

[ona morks LjSselr out as the, eouivalentwtoven export 
M bounty paid by the. producers.and the ,oulw practical 

i wey o. working out such.a scheme as Li see 1 bayou. ne 
y $6 Organize a gort.of cartel or a monopolistic cor- 


" poration or group or body which would take all.of te 


: erude from 411 .0f. the producers and pay them an 

4 average price and then peddle that crude out at the 
. different prices to the different parties. It is 

° something which I do not see, I do not see how that 
x thing can be handled in any other way." 


(Page 16,895 follows.) 
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"Qe Well there may be practical difficulties but on 
. the mein question itself, have you any view as to 
" whether such e system might be desirable or not? 
"A Well it would depend a great deal on what you would 
y have. to do, Lv-em presently of ‘the opinion thetihe 
sain in production would be obteined only at such a 
t Bsroat Secrificeriniprice that it really would not 
¥ be worth the effort." 
MR. HLMAN: My Lord, if I might interrupt 
Mr, Frawley, may I say one word. Mr. Mahaffy had intended 
listening to Mr. Frawley's argument but he is sick at homein 
bed with the flu today and I thought I would point that out 
TO Your Lordship, that that is the reason he “is not here. 
I think perhaps if Mr. Frawley gave him his notes he might 
be well enough to be here tomorrow and if he had Mr. Frawley'ts 
notes he could fami:iarizs himself with that. 
I just wanted Your Lordship to 
know it was not a matter of discourtesy to this Commission 
that he is not here. 


THE CHAIRMAN: Yes. 
MR. FRAWLEY : "hr believe: tbet dit order tor 25 


'further fast than Regina the price would have to go 
tdown very répidly for e slight increase in market. 

"The freight rates are such thet it works against 
“carrying oil further Hast and if you try to carry it 
‘os far as Sarnia it means you would practicelly have 
"to give the oil away. On the other end. if «you etry 
"to go West and carry it over the mountains and compete 
twith Celifornia, practically the same situation exists 


"so I believe, speeking really without a thorough study 
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" of it, but froth a preliminery study only, that 


™ any such plan would really be of very little material 
m and in widening the market; in other words, the loss 


in income due to the decreased price would not compen- 
Mi sate, would be more severe than could be compensated 
for by the increased volume of crude, 

mo Thank you, Dr, . Brown? 

eee thet, is, not Titaly 

oy I was going to say thet if anything further occurred 

" t.. you as a result of your studies if would be of 

= interest? 

“ef Will try and study thet," 

YOU ere pemarkebly rien o, Mrs Coeir 
man, that he went away with the idea that he would study it 
Hibs ce he certainly was not helping us right theres. He was 
én to something else. He was on this question of going down, 
on the propositions which I suggested which was “all into 
a Cartel and then divide it out” it would not just run down 
as he indicates here. 

MAJOR LIPSETT? What you are seying there, he 
is not saying there that it was not practical, all he is 
saying is it was not workable. 
MR, FRAWLEY: No, but when he comes back he 
does go into it more completely. 

Now there was something else; 
I wanted to call your attention to what Dr. Frey had to 
say in Volume 133, Dr. big) Biomed 
UR. NOLAN’ Page 14,841. 


MR. FRAWLEY: And I think it is the only 


discussion and it is not really on the point, we seem to be 
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agreed thet yr. Rrown is tne person who seems to apply his 


mend “more thoroughly to the CGertel, 


Now what I am coing to read to 


you from Dr. Frey is his views on national monopolies, rail- 


ways, but it is the only thing which seems to bear on this 


ev sll, in Volume 133 at Page 14,841. 


ph 


HATRMAN I think we have explored this 


"as far as it is necessery to bring out Dr. Frey's views. 


yput IT would like to ask pr. Frey om thine 2uat is 


"“eermane and thet is not going back to that subject. 


"e 


ff 


Dr. Frey you have expressed views that would lead 
me to think that you were egeinst monopolies? 
Yes (Sit, 1 Sm ees inew monopolies. 

Now in view of whet has been said I wondered what 
your views would be as to a monopoly that was 
Government controlled, You see it is your view 
and no doubt well founded that violent price 
reductions while they would be welcomed by the 
public would make for monopoly?" 


Now I will not pursue that any 


further, Mr. Chairman, if you think that is not on just what 


you want. 


He went on and talked about the Italian Monopoly, 


the Spanish Petroleum Monopoly and I think he. referred to 


Russia and SO One 


MR. NOLAN: 


and then the Inter-State Commerce 


Commission,» 


MR. FRAWLEY’ 
into Russia 
necessary to say that 


the French Monopoly, 


Then he works from that, you see, 
and then New Zealend, it will probably only be 
on Page 14,841 and 14,842 he refers to 


the Italian Monopoly, not the French, 
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the Italian Monopoly and the Spanish Monopoly and the French 


Monopoly, 


that is true, and then the Italian Monopoly and then 


the Chairman says on Page 14,843; 
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And Russia of course? 


Tit 15 ie exes bee 
Well Russia, thet is --- 


State owned? 

State owned, It is a Communistic arrangement. 

Of course the Russian experiment is the most 
glaring example of what not to do, 

Whav is the situation in New Zealand Dr. jo you 
you know? 

New 4ealand. No I cennot recall offhand what they 
have done in New Zealand. I have not Looksd at 
thats for some time. tT would not want to trust my 
memory ch it. 

Very good. 

inly as an example of monopoly, although 
it is Communism in Russia we have a perfect example 


Of “the failure of a‘ Government to operate’ an “fmdustry 


Thes is direct Government operation. 
Direct Government operation. It has been a failure. 
Tncoidgentally there is direct Government operation 
in Argentina in the so-called National O11 Fields 


Timited. in which there is considerable control 


Brazil also has an essential monopoly. 


exercised. 


So I know that we have a good many exemples of 


monopoly.* 


And then you ciscussed the French 


oR 


Situation with him, Mr. Uhairman. 
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THE CHAIRMAN: . Speaking from memory, I have 
not my notes here but didn't Dr. Frey direct his mind to 


this very point of two prices, 


MR. FRSWLUY: Well now we think we are in 

agreement --- 

THE CHAIRMAN: I certainly thought he did. 

MR. FRAWLSY: It may be, indeed it is worth 
while --- 

THE CHAIRMAN : iy thought is, Mr. Frawley, 

instead of doing what we do, as we did, in the taking 


Of evidence, that is having it all mixed up and coming back 
to this and that, if we could now in your argument as we 


go along heve it eltogether. 


MR, FRAWLEY: I’ think just” cleen 10 Ups 

THY CHAT RMAN : Hrect Ly. 

MR. FRAWLEY: Hii Fae 9) ages e 

THE CHAIRMAN : It will be so much more useful 
to US» 

MR. FRAWLEY: lL PecOenize IP Le Noy a ely ae 


26 is Not. It is very hard for me to say I will look at 
it and give it to you because I know that is going to be 


avery Gifficult thing 4s I have so many other things that 


have to be discussed. 


E CHAT RMAN : Yes, I think so far as we can 


pe a Re 


we will get the evidence as we come to any particuler point. 
fevomne Dr. F,.ey, “He certainly said something about, I 


cannot imagine r not asking him about this very thing in 


all the time he was here. 


MR. NOLAN: I would like, Mr. ‘Frawley ; to 


draw your attention to these two pages, 14,845 and 14,846 
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beceuse that does deal with the Question of State or National 
Monopoly. 
MR. FRAWLEY: Co will reed that, 2 dig nop tia 
that was just what the: Chel wmen waeieas 
MR. NOLAN: It 18 not exechly bai 1y 16)0n ae 
point we have been adverting to. it is not on the question 
of two prices to extend the market but it is on the same point 
Cr monopoly. 
MR. FRAWLEY: then Page 14,845, when you are 
speaking about the question, perhaps I might start et the 
bottom of Page 14,844; 

Lie) But speaking of a type of control --" 
Let me begin reading where I left off. after discussing 


that French situation on Page 14,844 you say, you, Mr. Chsirman: 


voy Have you examined into a situetion anywhere where 
e ther was Government control like in Utlility 
. control, Like unto the type of control that your 


” Interstate Commerce Commission exercises within 


: its field, of which everybody approves in the 
q United states don't they? 
A T woulu not say everybody, 
ae Well not everybody, but the great majority of 


a thinking men give the stamp of their approval to 


af oe Or a Ons the ye 

WA To a Limited extent, We all recognize the weak- 
nesses of the I.C.C. but we think the principle is 
" Zo0d 6 We would like to see it a more effective 
tt Bee tcanent than it is now and I think the I.C.C. 


" too would like to beccme more effective than it is. 
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But apeaking of ea type of control as distinquished from 
the taking over of en indsutry. Let as put it another 
way if I may and you cen get the thought which is in my 
mind. We have a duty to explore end find out all that 

We can about this Industry. Now there is the one point 
of view which ycu have sowell put forward that free and 
unrestricted competition will always serve to protect the 
public? 

mxcept under the conditions --- 

Except under the four conditions that ycu adverted to 
yesterday? 

Yes, sir. 

Now there Will be the other point of View, of course, 

to which we must give consideretion even as we do to 
yours. 

Yes, sir. 

Namely, that the public is not adequetely protected, that 
competition as we know it in the ordinary run and not in 
the emargent conditions of which you have spoken, is not 
adequately protectec; that is the theory of gain being 
thet which is the urge for every company is not enough 

to protect the individuel Vio must have the particular 
product under consideration. And so that person says, 
‘Well something has got to be done about this,' and natur- 
ally one explores ways and means to give effect to his 
views to see where it would land us. And so I put tte 
you that tuere ere those who are prepared to support the 
view that monopolistic control is not a bad thing, provid- 
ing thet it is supsrvised by competent Governmental agency. 


You think there is nothing to that? 
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"A I would not say there is nothing to it. No I would not 

: went to say that, I should say that we would have to 

¥ consider what we would expect of a gain for the difficulties 
- and costs that we would go to in producing the results. 

i imsnoula sey ror instance applying’ it ins steve vor 

is example - I prefer to, if you will permit me, to consider 
iil my Own country rather than yours because I do not feel I 

is should comment on what the Government of Caada or the 

hs Government of Alberta should do - in my own country 

f would consider that the establishment of a monovoly 

" by 4 State would be practically impossisle. That there 

bia could oe such a thing ase National monopoly and not a 

= State mono volv. If we had a State monopoiy we would of 
“ course be immediately up against the problem of the inter- 
és ference with trade as between States, which to us is a 

is fundamental tenet. We derend that commerce must move 

. freely as between States and that no State with us has 

. the right to set up any obstructions for another state 

, in the matter of commerce. Now we would have to, if we 

a were establishing a State monopoly, create boundaries 

i around thet State and prohibit ell otner’ companies irom 

‘ having any dealings in that State and we would have to 

ie decide then as a State from which State we would buy. 

: If, for instance, we were not able to produce all that 

x we needed we would have to decide what State we were going 
' +o buy from and which ones we would not buy from. And if 
we Sars uee more then we needed we would have to determine 
r which giate we would sell to and which State we would not 
‘ sell to. which mekes for e very difficult political 

si situetion.- You see we cannot control imports and 


eannot control exports without violating the fundamentel 
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- tenet of our constitution end to set up a barrier around 
x this thing would be very difficult anyway because we 

" would heve ea conflict of price between our State and 

, neighboring States eround us. Teke e person - well say 
* there were se monovoly in Tennessee and a man drives 
through in his sutomobile from Kentucky into Tennessee 

a: mG. he is eobne Tight ont or the State send ine 

: GeOrgié.. The question then would be how much gasoline 
me would. he be permitted to carry into the State because 
after all the State monopoly would be created for the 

si benefit of the people of thet State; and wheat kind 

7 of an arrangement would have to be made concerning the 

me use of highweys ecross that State if this person living 
i in snother State did not reciprocete in some way to the 
" State that hed the monopoly. 41ll theway around there 

= would be difficulties. So it seems to me thet with us 
i it would be absolutely imprecticel and pre ctice lly 

i impossible for any State to develop 6 monopoly without 

" regard for the other States. And we are having a 

a difficult enough time where that principle has reised 

e its heed even to a minor extent. 

tt We have for instance the example 
, of a Stete having established a cement control and the 

" impingement of that cement control on other States which 
a hes ccused very considerable difficulty end if the 

” principle eoes on it beers fer to completely change our 
constitutionel set-up and the freedom of trade as between 


Ststes but as between netions that seems to me to be a 


" different thing. If a nation considered that in its 


: just interests there should be a monopoly, that would be 
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" a question of policy for that Government; a 


1 a . ° : 
: State monopoly es distinct from a national monopoly 


uoes rot seem to have any particular possibilities. 
Me THE CHAIRMAN: And perheps the difficulties with 
respect to which you speak with regard to the State 


if monopoly would apply with equal force in this 


u ecountry? 
ap. fade not know. 
Wes) perhaps that is so.” 


And then: you refer; Mr. Chairman: 
to the Dominion Railway Board and he then says: 
# I always fell back on the problem of the adminis- 
: trative difficulties. Maybe I am lazy 


and you recall whst he said about that: 


fs I shudder at the consequences because it weuld 
” involve a decision in which I would have to make 
, up my mind very definitely, very clearly, as to 


iy whom I wes going to hurt and why I was going to 
° hurt them." 


That is on Page 14,849. 


Yes, at Page 14,854, just one 
answer that my friend Mr. Nolan calls my attention to; 


the question Was: 


"¢ In this countray that, of course, would be a 


re Dominion Agency of necessity?" 


that is a question by yourself, Mr. Chairman and the answer 
was: 
A Yes. IT em inclined to believe that, as with us, 


" if chere is control over Industry, it must te 
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exercised over a wide area rether than over 4 

: small area, j 

ee MV Pei. J «m speaking of country-wide, in our case, 
" Dominion wide?® 


And then he goes into the National Industrial Relations Act, 
MAJOR ULIPS ETT: I suppose that is because of the 
States, Mr. Frawley, the production of crude was netion wide, 
I.mean it extends into several states there. 

MR. FRAWLEY: Yes, Yess Well I will have Me. 
thing to say later on when we come to what is practical becsuse 
ft em, so far as 1 am concerned, I am going to make a submission 
to the Commission that there should be some reguletion of this 
Industry. 

TH™ CHAIRMAN: You do not find eny place in which 
Dr. Frey was asked his views as to whether or not we should 
have two prices? 

MR. FRAVL&Y? No, J cdo not, because the rest of 
iiss ‘volume: --- 

THE CHAT RAMAN: That is Volume 155, is that his 
Piecrrvicit or his lest? 

MR. FRAvLey: No, this is on the 27th of October, 
just ebout the time he was lceving and then in his summery, 

T Will Gee if he said anything in His summary --- 

I wonder, Mr. Cheirman, if it 


MR. NOLAN: 


was, on Dr. Frey's first visit he talked only of the cost 


of production. 


MR. FRAWLCY: He just made one statement, 


Mr, Cheirmen, that is quite right. 


MR. NOLEN: So if there were any it would be 


precisely where we are looking now». 
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MR. FRAWLSY: It will not take very long now 


to finish our exploration of it, Now this is the last 

Ghance I think, this is when he was doing some summing up 

and at Page, Volume 137, Page 15,339, Numbér 10; 
"Price is determined on short swings on a competitive 
"basis without regard for ctsts: that ls it is 
“influenced by factors which have been considéeréd here; 
"the extent of use, the economic fringe and so on. It 
"is influenced by the Law of Diminishing Returns as 
Yone approximates the economic fringe. 
¥ I have suggested that in the 
"long swing that there is a marginal factor, that is 
"the cost of production by merginal wells, That is the 
"last necessary well to bring in the production which is 
“required, thet that in the long swing does have a 
‘marked effect upon price.” 

And that certainly completes his evidence on that point, 

MAJOR LIPSHTT: He refers to unit operation there 


as an idea anu the difficulty cf diviaed owrership,. 


D 


MR. FRAWLEY: what is that reference? 
THE CH ALRMAN: where he deals withproduction 


Tiearo Lume -15'7'. 

MR. FRAWLEY: Yes, at Page 15,335 my note 

is thet he makes a short reference to that, he simply seys, 
"Unit operation’ 


On Page 15,330: 


"Unit opveretion is an ideal towerds which drilling end 
ae 

production should be directed ut this is difficult to 

*esocomplish under divide¢ ownership." 


And that is all he saySe 
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THE CHAIRMAN : Vell, Dr. Frey was the marketer, 
surely we put it to him aes to whether they should market 
under two prices. 

MR. HARVIS: I might say that Mr. Cottle ait 
I have checked it from my notes and the evidence of the 

18th of October where Dr. Frey has dealt with the subject of 
posted field price and the ratter of competition between 


Alberts ane Montene and whether --- 


THE CHAT RMANS Volume what? 
MR. HARVIES: Volume 125, 
MRe FRAWLEY: That is where it would be, of 


“@ourse, unless it ‘were just asked him out of place. 

MRe COTTLEN: He was asked many questions there 
but more or less as to the working of competition in setting 
field prices. 

MR. NOLAN: find he discussed the whole question 
of Government agencies later on in Volume 157. 

TH: CHAIRMAN: what page did you refer to.,, 

Mr. Harvie? 

MR. HARVI™: Nell his evidence is in that whole 
volume end we have just gone through it to see if there was 
anything on that point and we have been uneble to find anything 
at all as to two prices in Turner Valley. 


COTTL In that volume he explains the 


Jine 


MR. 
cperetions and the mechanism of the determination of the field 
price in other fislds but he was not esked any specific 
Questions about the meintenance of more then one price in one 
field. 

THE CHAIRMAN: Well Mr. Frewley --- 


MR. FRAWLEY: I+ does not seem that there is 
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anything. 
TH! CHAIRMAN: I will look at my notes at the 
noon hours 
MR. FRAWLEY: It may be something that he will 
have to come beck to. We will make another examination of our 
notes and the evidence to see what we can find. 

Now passing then -~--- 
THE CHAIRMAN: it seems strange that none of 
us would think to ask the expert marketer unless we were 
eonvinceed by Dr. Brown of the futility of sucy.a scheme. 
MR. FRAWLEY: Yes, hecause I said, in asking 
Dr. Brown, I said I would ask and find out what Dr. Frey 
thought about it. 
THs CHAIRMEN: And we were told by Dr. Brown 
that Dr. Frey would be the better one to ask and I have a 
feeling that somewhere interwoven in all of Dr. Frey's 
evidence, he has been asked about that. 
MR. FRAWLEY: I do not know whether this is 
en instence of it or not, but there were certainly instances 
where there were direct uiscussions with Dr. Frey amd we founc 
that he had certain views which we did not think, and perhsps 
wrongly, would assist this Commission in its work and woulc be 
just adding to what Dr. Brown had said and perhaps wrongfully 
we failed to bring it out and put it before the Commission 


and this may be one of those instances. 


THE CHAIRMAN: I am not. satisfied yet thet 1% is 


but I will go through my notes, I think we should not ceay 


you any longer over that nw, 


MR. FRAWLEY: Then the proposition which i wes 


giving to you was that that was one of the fundamenva 
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: 
propositions to be considered here, that there should be only 
one field price, 

Then next we were agreed that the 
field should supply the entire Calgary area, Now that is just 
a fundamental proposition and accepted in our thinking and in 
the steps which we took to arrive at what the fair field price 
and the proper economic fringe is; that the Turner Val ley 
field should supply the entire Celgery areas. 

then the question immediately arises 
what part of the Regina-Moose Jaw area --- 

MAJOR BIPSET?:. The Calgary area,. Mr.. Frawley,: is 
it .ot a.fact that it is supplying the Calgary area at the 


resent time’. 
p 


MR. FRAWLEY:. Lt is not. 
MAJOR LIPSETT:. lurner Valley is not,. there is 


considerable importation from Montana.. 
MR, FRAWLZY: (Ch well the price basis involves 
the proposition that all the Celgary area is to be supplied 
from the Imperisi: Refinery at Celgary.. You must remember 
thet this field price was arrived at. by the Imperial people, 
being the larger people and they are the people who went to 
Regine and found the ccmpetitive value of the crude at Regina. 
Me. COTTLE: . (Cf course, Mr..Frawley, you are 
referring to these are*s as being refinery areas..- 
MR. FRAWLEY: - Yes, refinery ereass. As- 1 said, 
there were three refinery areas, Calgary, that goes just 
wherever it goes and it does go in fact even, even although 
it goes uneconomiceally, richt down to the Montana border, but 
if you meen, Mr. Commissioner, thet other crude ecmes in or 


other gasoline comes in, yes, 1 do not mean thet Turner Valley 


- 


Ss 
Cone 


t 


_— 


e > 


ides 
eon ~ 
nie ‘ 
os 
se 
% 
: : 
e 5 
=f 


oss 


or £ 
we 
4 
— 

ott ie 


Posy 


A 


= ~ 
a 
She 2 : 
a 
~ . 


v 
+ oc mat : 
+t 


r 
. ~~ 


. 


C-3 
16 


iy : ~ 16,910 - 
Soe ere weey, Keo, 


is now supplying the whole of the market. 

MAJOR LIPSETT: You mean that the price is such 
now that it is Borda eee for the Calgary refineries to use 
Turner Valley crude. 

WR. FRAWLEY: Oh, yes, sure and we say that they 
should be shot out, one of the objects is to supply the whole 
of the Celgary erea, the Calgary refinery area and then wh:t 


part of a further area should be supplied. 


( Go to Page 16,911 ) 
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And we thon must determine Hee part of the Kezina — 
Moose Jaw area and the Ontario area should Turner Valloy 
crudé supply. Now tho next pioposition is if the producer 
in Turner Valley had boen content to supply the Calgary 
area only, then from the evidenve that has been filed, 
particularly Exhibit "263". we know that he could have 
secured a price of something in sxcecs of $1.60 a barrol 
for the Calgary roquiroments of 10,000 ver day. Exhibit 
"265" shows, of course, starting with a well price of 
*1.00 at Cut Bank, and only thinking of the Calgary 
refinery now, not Regina at all, that the well price of 48 
gravity crudo was $1.62, and translating that into the 
erude we are interested in, 43 gravity, it is about $1.60, 


=| ae 4) 


Something in excess of »1.60. And, of course, our starting 
point is $1.1C. ‘/6 reject Mr. MeGrath's calculations 

to that extent and substitute Dr. Frey's $1.10. Substituting 
Dre Froy's 31.10 as being the well pries of 67 gravity 

Cut Bank srudé, »l.10 and not »yi.00 as shown in Bxhihit 

"263" -— then the ecaleulation works out at something over 
51.60 as the price which the Turner Valley producer eould 
have secured for 10,000 barrols per day- But no more. 

So we know that is not good enough. ‘ve ars not content 

now to remain in the Calgary Refinery ares alone. 

MR. COMMISSIONER LIPSETT: Exhibit "2646" or the 

basis of $1.00 Gut Bank, does it show ,1.60 at Calgary? 

MR. FRAYLEY: ini ie "Sos" is only 

based on 41.00 Gut Bank ane then shows “ol.0a Tor Ser erayityes«. 
MR. COTTLE: 45 gravity which is 

the present average gravity would be »l.de, using »1.00 


as your starting point. Using 1-10 as your starting point 


it would be something in excess of ,1.60- Not sxactly 


T-2 


do J. Frawloy, K.?. 


10 cents higher, it would be 12 or 14 cents higher. 

MR. HARVIRE: oL.67 is Dr. Frey's 
evidence. 

MR. FRAWLEY: I thihk the only thing 
is to take Exhibit "263" and see what exactly that is 
and then you can substitute in accordanee with br. Frey's 
evidence, and then Mr. Cottlo will work out the other 
Deere.) You may go over "263" again. “s66"-1s en 
attempt to show the price which the Turner Valley sroducer 


could get for his crude if he was only supplying the 


(as) 


Calgary Refinery. But Mr. LeGrath starts with a well price 
Bec Bank of »1.00. .o just reject that immediately. 
But we will leave thst there where Mr. LeGrath leaves it. 
wieOO. Taking »1-00 as his Cut Bank price, Mr. MeGrath 
determines the value at the well of 1 barrel of 48 grevity 
Turner Valley crude aS »le6211 or »1.62 econts. Now we 
Substitute 435 gravity Turner Valley for 48, because our 
1220, the one we are so familiar with is 43 gravity. 

we also substitutes Dr. Frey's 31.10 as the Nontana price, 
for Mr. ceGrath's .1.00 price, and that is a nere matter 
of computation and Mr. Sottle says thet worxs out at - 


you can do it exactly - however it is Ssomevhing over 


i, AOTPLE: It would be about 31.67. 
But there is realiy no object in trying to be too exact 
about it though, because if ve.are to determine what 

price Turner Valley crude would or could be, if it supplied 
only 10,0v0 barrels a day in the Calgary area, many of 

the factors that the prosent judgment is bas:d on and the 

it 


: ret : : " 
factors included in sxhibit "<o0o would be different. 
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What price Montana erude would be if Turner Valley erude 


mn 


was not being shipped into Regina and Mouse Jaw we do 
not Know. 4nd what competition from refined products coming 
into Alberte from Montana would be we do not know. But 


using the information that we now havernecoe-. 


Tae. CHALRMAN: And woat the cost for 


this lesser amount of throughput woulé be to the producer 


~ 


We do not Know. 

MR. COTTLE: thg + would not enter 

2hG5 the calculation. The calculation is determining 

wheat the price could be if the production is sonfinod to the 

Calgaryrefinery marketing area, which would comprise 

iO, C000 barrels a days What the producer's cost is would 

hot matter as to what the pricc would be. 
THE CHATRMAN: That is right, it 

Mould not matter in the matter of the field price.» But 

it Would matter to the producer if he was only putting 
through his well so littie that he was paying twics as 


much for it that he otherwise would have to pay. would 


ab NOt? 


MR. COTTLE: That is quite so, 
BR. PRAWLEY: That is the last thing 


Aiea ee ee yA RM es = REY eee 
Dr. Frey, in his memoranaun, Exhibit "20/7" says. "Production 


costs by whatever method determined may have little or no 
effect upon price, but economic conditions especially 
price may be tho determining factor in the cost of 
production." That is what you are referring to? 

THE CHAIRMAN: Yes 

Moa COTTLE: My only point is, 
Exhibit "263", in considering tho Exhibit "263", we should 


not attempt to be too exect about it bessuse it is ail dased 
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upon assumed conditions. 

MR. FRAWLEY: _ ‘#6 do not want to be 

tod exact about it because it is only a stepping stone, 

that is all. | 

MR. COM. ISSTONER LPR er The offect of tho 
proposition, Nr. Frawley, seems to be this, that in 

order to get this Regina market the Turner Valley producers 
Pro 2osihbne the difference between’ Glec0O and ol.6% ror all 
tHoir crude. Theat is they lose 47 cents a barrel in 

order to get the Regina market. 

MR. FRAWLEY: Yes. but they produce 

and sell a great many moire barrels. 

MR. COM -ISSIONER LIPSETT: Y6s. DUT, Has Le Deen 
worked out at all as to whether they are actually Losing 

or making by shipping to Regina’ 

MR. FRSE'ILEY: Oh well, yes. The heres 
homeave here déal with that very fully. 

ie COMI ISSTONUR LIPSBEI?T: Becarse it has been 

pac tO US that it is very unsound to lose 40 cents 4 
barrel to sond it further teast than Hegina whoreas in 

fazt it is recommended we lose 47 cents a barrel to take 

ie eo far as Regina. 

MR. FR&OWLEY: ‘Well that is demonstradia 
here. And then, of course, there we must not lose sight 
of the fact if the producer got 1.67 for his erude in 
Tum er Valley supplying Galgary, that the Calg:ry tank 
waggon would be away up, and the consumer would be paying 
@ lot more for his gasoline. Now we say what the producer 
might take, something over 71.50 for his crude if he was 
only supplying Salgcry, but we go to Behivit "269", which 


is Mr.Grath's ealeulation, and this time using a wcll prie¢e 
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at Cut Bank of 51.10. That is a calculation to show the 
value of Turner Vallcy 48 gravity crude at Regina, which 
te o1'.295. Now we, therefore, see Pao this Exhibit, 
transld ting that into our 4° gravity vrude, we see we can 
capture the entire Regina-iioose Jaw area of 10,000 barrels 
more daily, with a price of 1.20 for all the crude produced, 
$1.29 for 48 gravity boing }1.19%4 for 43 gravity, or roughly 
speaking, G1.2N. 

Now this is really what 
you were roforring to, ir. Commissioner. 10,000 barrels 
daily at ;:1.60 s barrel equals 16,000.00, that is supplying 
Ueleary only. 20,000 barrels a day at Jl.20, taking both 
the Calgsry and the Regina-sioose Jaw areas,brings in 
»e4,000.00. So obviously then, I think we can say that 


we took the Regina-Moose Jaw market. 


Ma. COMAISSION&GR LIpssl tT: what are the two figures? 
WR. PRAWLEY: The two figures are. If 


he was content with the Calgsry area alone he would sell 
10,00¢ barrels at ,l-60, with a gross income of $16,000.00. 
But taking the Regina-Moose Jaw area as well as Calgary, 

he sells 20,000 barrels daily at $1.20, or 324,000.00. 

MR. COTTLEs: Following up that point, 
Mr.Commissioner, the drop in price, if we look at it in 
that light, from »1.60 to $1.20, which is 40 eents, is 
justifiod because it doubles the production and increases 
the gross revenue from 916,000.00 to pea,000.00. Now the 
drop in price, I think it was 47 cents to get Hast of Regina, 
is not justified because the drop in price would involve 
taking in less moncy, as the result of the drop in price, 
becauso of the small amount of market gained. It is a 


matter of Giminishing returns. 
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MR. COMMISSIONER LIPSE??r: In this particular case, 
is)Ghis the correct result of that, at 10,000 barrels a 


day he would be gctting 316,000.00 a day for double ‘tho 


ti me? 

Pree SCOTTLS: icle t time? 

WARN gow | oh ads ¢ Dontle he Lines 

MR. COMMISSIONGR LIPSETT: Yos. 

pire CO TEL: vhat do you mean by double 


the time? 

MR COMMISSION LIPssrr: ‘vould the period he would 

Bet the 10,000 be exactly double? 

Preecor lua: Beeause of the withdrawal 
being less? Yes, the amortization period would certainly 

be greater, supplying the 10,000:. instead of supplying the 
20,000. 

MR. COMMISSIONER LIPSET?: L& not the correct eomparison 
whereas he is only get $324,000.00 now in one day, he would be 
gatting $32,000.00 in two days, and is he not losing 38000.00 

oy #@oing to Pegine? 

Me. COTPLE: It may be that that is tho 
case. It may be it would be good business not tu supply 

Regina. You would have to examine the details of the producer's 
operations.  Thet would meat he Would... «bs .Wweel li” fies. 

Harvic pointsout he wouthd have to stand the interest on his 
money boing investéd and boing Withdrevn at a much Lower 

rate. And what competition would *e too is pretty hard to 


14 whether it is actually worth while to supply 29,000 


5) 
sy) 
ed 
5 


barrels ea day and take in 24,000.00 as compared with 10,006 
bazrels a day and taking in pl6,000-00 1 ould require a great 
€@seal of consideretion. To one producer it might be worth 
to another it might not. On the face of it, it 


x te tps a iy $1 + ny 47 + 9 
would ssem to me to be “orth while to produce the 20,000 
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barrels a day. 
MR. COMMISSIONER LIPSETT: It would. But teke 


five years’ period on this other thing. He would be getting 
for 5 years 24,000.00 @ day, but taking less per day he 
would be getting .16,000.00 a day for 10 years, which would 


be a vital increase in the sum of money he would receive. 


Wn. COPLILE: That is on the estimate 
een), COO a Gay at 5 years, and there would not be any 


Lert. If they were the proportions I would say he is 

very unsound to want to take his oil out that rapidly 

if the Turner Valley field can only supply at this rate for 

5 years, it certsinly has no business going into Regina. 

But that is not the assumption when the Regina market was 
vwakem™ If 20,000 barrels a day will last say for 30 years, 
then it would last for 60 years at 10,00U barrels a day. 

When you are going into the differences between those two 
periods you have a different problem on your hands. Tho 
interest factcr which compounds comes into it very materially. 
MR. FRALEY: Then has the interests 

of the buyer of gasoline to be wholly forgotten, because 
clearly consistent with not doing any harm to the producer 
we should try to get as low a tank Wazgon piles as Wwe can, 
and certsinly one of the reesons we are getting a lower price 
hers, as low as we are, is because it is going as fare 
Regina. Of course, if you extend that further and went 
ruthlessly out and lowored the price of crude to take 

the Winnipeg market, again in Alberta our tank waggon would 
%e@ down. Then,of course, as i vill point out in a minute 


back. 
MR. COMMISSICI7ZR LIPSETT: That is a very vital. part. 
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Then on the assumption that the ficld is going to last 

19 or 20 years, it means that the consumer in Alberta today 
is getting a lower price with a threat of a very much 
inereased price at the time tho field works out. It is the 
same principle. 

MR. PRAGLEY: Th3 point you have raised 
is certainly a very vital one and analyzed in tho whole econ- 
Sidsration, when the Imperial went out and took Regina and 
worked out its posting they certeinly ~- one of their basic 
considerations wes that the field could stana q withdrawal 
at that rate. Clearly, if it was doing harm to the field 

it Was a vory short-sighted policy.e It is the old point of 
view, shall we get our money out quickly at a higher rate 

or shall we take it out over a long period at a lesser 
rate? It certainly involveg tho wise produétion of the 
field. I think I can say none of the people who have come 
before the Commission have pointed to that as «ae wrongful 
or improvident taking from the ficld. 

MR. COMMISSIONGR LIPSETT: I started off with the 
thought, Mr. Frawley,of why is it not yustifiable to try 
and go on to Winnipeg if it is justifiable to go as far as 
Regina. I think Mr.Cottle gave the answor there that the 
cxtra emount it would moan going into Manitoba would not 
justify the reduction. 

WR. FRALEY: uve have a very interosting 
exhibit that shows that. iso have arrived at our reasoning 
were we have takon the Regina-Moose Jaw markets Now how 
much further should we go- That is the point. As it is now, 
having taken Regina,I mean takcn Negina-Moose Jaw a 
certain complement of that is that the refined products go 


a certain distanes.They go into other points, what is called 
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the normal Regine territory, and that is a point where 

the produets from the Regina-lioose Jaw area come into conflict wit 
the products of al] over the world crudes, and in this 
instance that is Illinois. Now the economic fringe for our 
crude, that being the definition of the economic fringe, 

is now about Portage lg Prairie. A vague area there 

in the vicinity of Portage la Prairio. Wow we know that 
economie fringe can only be extended by reducing the cost of 
the gasoline out of the Regina and Moose Jaw refineries, and 
reducing the cost of the gasoline - and it is gasoline which 
is fighting its way and not the crudo - the price of gasolino 
must come down to extend that fringe and that in turn 
involves s reduction in the field price of crude, other 
things remaining equal of course. This brings me right down 
to the remarks of Dr. Brown, in Exhibit "711" starting at 


Page 3. I think he has worked it out in great detail. 


IB CHAIRMAN: Eh Po eye Eos 

WR. PRAVLEY: EXOT ILM eae cerow aes 
memorendum. 
THE CHAIRMAN: Where does he read that 


into the book? 


FRALEY: Ko, this is the memorandum 


2k @ The i 


which came after he left. 


THe CHAIRMAN: Oh yeSe 
MR HARVIG: It is really a summary 


of the evidence he gave here. 

MR, FPRANLEY? Yess “It is<very well 
expressed anc Rees 4a this advantage that you have not to 
go outside of the Exhibit to find out everything he wants 
to tell us about shat. Starting at Page 3. "Position of 


Eeonomic Fringe Bast of Regina". In other words, I take it 


LO 


G.I. Frawley; £.G) 01 #162 980- 


Dr. Brown is now exploring tho possibilities of trying to 


gain, the advant:ges of trying to go Bast of Regina. 


" Freight 
per gale 


"From Regine to Portage la Prairie A¢ 
"From Ft. William to Portage la Erairie Deoa¢g 
"From Regina to winnipeg 4.43¢ 
"From Ft. .illiam to Winnipeg 4,9¢ 

i This indicates a freight 


"differential of 1.68¢ per galion which must be absorbed 
"in order to tarket refined products from the Regina 
"refinery in «winnipeg which is approximately 56 miles 
"ast of Portage la Prairie. 

: Portage la Prairie is 
"approximately the position of the present economic 
"fringe for marketing products to the Bast in compet- 


“ition with refined products coming ‘iest from Sarnia. 


"Since there are approximately 28 gallons of the refined 
“product sold por barrel of erude processed, the 1.68¢ 
"per gellon corresponds to about 47¢ per barrel of erude. 
" in jetter dated August 
"14, 1939, from Mr. McGrath of Imperial Oil Compay to 
ie, Cote" = 

and I might sey parenthetically that is fxhibit "649" - 
"it was stated that approximately 500 barrels of crude 
Noadditional would be run at Regina to supply the 
"territory between Portage le Prairie and winnipeg, 
Nand approximately 1¢50 barrels of erude would be 
"required to supply the ‘vinnipeg merkete 
" zt therefore appears 
“that 1750 barrels of crude in panveee to the LO, OOO 


"barrels of erude run at Rogina and Calgary by tho 
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"Imperial Oil Sompany would be run if the price of 
"erude were reduced 47%¢ per barrel. 

The present return 
"from 10,000 barrols per day at yle20 per barrel 

"is yl2,000. The total return from marketing 11,750 
"barrels at 50.73 would be only $8,577.50. This 
Nindi¢ates a loss of 53,422.50 per day to the crude 
"oil producers if they cut the price of crude $0.47 
"in order to put the products from refining Turner 
"Valley erude into the territory between Portage la 


"Prairie and including the ‘vinnipeg market." 


So much for that. 


‘ THE BCONOMIC PRINGE SOUTH OF CALGARY 
" The present position 


"of the ecohomice fringe based on the old freight 
“rates is Champion. In order to extend this 
"economie fringe further south about 64 miles 
"to Stirling it would also be necessary to 
"esbsorb a freight differential of 1.68¢ per 


"oallone 


" As has been indicated, 


"this corresponds to 47¢ per barrel of e¢rude." 


Thon he deals with "The Combined iffects llact and South 


of Trying to Bxtend Markets for Turner Val ley erude by 


Cutting the Price of Crude. He says:- 


" If it be estimated 


oreducts from approximately 1900 barrels 


t 


"that the 


"of erude per day could be marketcd in the territory 


"between Champion and Stirling to the South, we have 
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"an indiested inerease in crude run of a total of 
"2,750 barrels per day made possible by a dscrease 
"in price of $0.47 per barrel. The present retur 


"on 10,006 barrels at 41.20 per barrel is $12,000. 


n 


mine return on 12,750 barrels at G0.75 1s appromimately 


"59,325.00. This indicates a net loss to the producers 


"of Turner Velley erude of 2,675.00 per day in sp 


ite 


"of the fact that they are producing and selling more 


"than 27% more crude oil. 


MS For these reasons it 


is 


"elear thet no attempt should be made at present under 


"tho present transportation facilities and rates to 


Ninerease the market for Turner Valley erude by cutting 

"the price of crude oil at Turner Val ley." 
He continuus: 

"THE PROPER PRICE FOR TURNER V4ALLSY CRUDS BASED ON 

COMPETITION WITH THE OTH CRUDE SUPPLIES THROUGH 

THE ‘WORLD AS REFLWTED IN THE PRICE OF CAUDE CIL 

If MONTANA." 

i The Maximum Price for Turner Valley Crude. 
THE CHAIRMAN: ; Are you reacing still? 
Me. TPRAULEY: Yes, I am reading from 
Page 7. 
THE CHAIRMAN: You are jumping from 
Page 4 to Page 7% 
MR. FRAWLEY: Yes. But the paging is- 
wrons., There is something wrong with the paging. nieve 
never was any page 5 and 6- 
THR CHAIRMAN: I have 5 and 6 here. 
MRe FRaVLAY: Oh, you have 5 and 67 
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MWR. FRAWLEY: I am glad you dia not 
keep that a secret from me. You could have done. I 

certainly have no pages 5 and 6. ‘ell, that is dealing 
with the same thing. I wonder if I might start there at 


noo clock. 


(At this stage the Hearing was aqjourned until 2 P.M.) 
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wRe FRAWLEY: ell then, I was using 
Dre Brown as an authority in this question of how to 
arrive at the proper place for the eneneuie line to 
be drawn and the proper price to be paid in Turner 
Valley for crude oil and I had read from his memor- 
andum, Exhibit "711" down to the end of page 4 and 
now having been supplied with the original which is 
complete, ,I will continve reading from page 5 of his 
memorandum: 

"MAXIMUM PRICK TURNER VALLEY CRUD BASED ON 

"COMPETITION wlfH PRODUCTS FROM MONTANA AT 

ty CALGARY AND IN NORTHLRW ALBERTA" 

I night say that I am 
doing this because it very concisely says 1 think 
every word which needs to be said with respect to the 
determination of this economic line. He has gone to 
a lot of trouble and there is a lot of detail but it 
does say all that needs tr be said. 

The, freight rate Lron 
Coutts to idmonton is 4.72@y¢ and the freight rate from 
Calgary to sdmonton is 2.72¢ per gallon, a difference 
in freight rate to kdmonton in Favor of Gaigary of 2d. per 
gallon. The freight rate fron Coutts ta, Calgary in 
favor of Calgary 3.l2¢ per gallon; the freight rate 
from Calgary to Coutts in favor of Coutts 3.l2¢ per 
gallon. 

"Tf these freight rates be averaged on an 
Yesti. ated weighted basis, an average 


"freight rate in favor of Valgary for the 
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"entire province of Alberta may be obtained. 

4 Assume oneshalf of all 
"refined products goes north of Ualgary as rep# 
"resented by ldmonton, and one-third of all re« 
"fined products go into the Calgary territory 
"and one+bixth so into the southern Alberta 
"territory as represented by Coutts. Therefore, 
"the weighted average freight rate in favor of 


“Calgary would be 


: LJOVEe 8g = 1.00¢ 

a D/O eto age ee Cae 

‘ 1/6 BAS. 1g) Gare eone 

"Welghted average in favor 

"of Calgary 1.56¢ 

us jgoin assuming 28 gallons of re- 


"fined product sold per barrel of crude run, this 
“indicates a difference of 42.6¢ per barrel of 
"crude. This figure makes no allowance for the 
"O.5¢ lower tank wagon price at Coutts. If such 
“allowance were made, the differential of 42.6¢ 
"per barirel of Turner Valley crude would be re- 
Mqdaced ‘by 14¢ to 26.6¢ per Darrel of ‘crude in 
"favor of Galgary over the price of $1.55 per bar- 
"rel £.0.0s Calgary refinery. 

i" It is therefore clear that 
Non inerease in refinery price of crude oil fron 

"61.35 to ie o f.o.bs Calgary refinery would en- 

"able finished products from s:ontane tc displace 


"Turner Valley crude from its present market 
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"south of Calgary and ve on an equal competitive 
"basis with the products from Turner Valley 
"erude at Calgary with ali points north. 
4 That is te say that 
"Turner Valley crude is in danger of losing all 
"of its markete even in Calgary if ita price is 
mpre’8 f.0.b. refinery at Calgary. 
. The proper price for 
"Turner Valley Crude based on’ competition with 
"the other crude supplies through the world as 
“reflected in the price of crude oil in Montana." 
The maximum economic price 
first is discussed and then the minimum economic price 
for Turner Valley crude. 
"The maximum price for Turner Valley crude. If 
"the calculations shown in Ixhibit "263" be re- 
"vised or adjusted for a price of %1.10 per 
"yerrel for Gut Bank crude ' 
I might interrupt myself to say that that is what we 
were endeavoring to do this morning and Dr. Brown is 
doing that very thing here. He says: 
"T+ is found that the competitive price. for 
"48° A.Pel» Turner Valley crude at Calgary as 
"laid down at the refinery is ©1-9289. ‘when 
"this price is adjusted for 43° fees gravity 
“Nerude by subtracting 2g for each decrease in 
"a.P.t. gravity, the competitive price for 
"Turner Valley crude at the refinery is »1.8289. 


it It therefore appears that 


"éirect competition from Montana crude at $1.10 
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“per barrel would indicate a maximum price for 
"Turner Valley crude at the refinery in Calgary 
Hos ¢l.88, at which price the Calgary refiner 
"would find no advantage in running Turner 

"Valley crude-over Montana crude. 

" A previous calculation. 
"based on competition of finished product fron 
"Turner Valley crude as refined in Calgary and 
"finished product from ilontana crude as refined 
"to the south, indicated that the maximum price 
"for Turner Valley crude was $1.78 at the re- 
"finery.e This slight difference of 5¢ per barrel 
"is probably due entirely to the differences in 
"freight rates between crude cil to Calgary, and 
"the rate for finished products on a long haul 
"from montana into the northern part of the 

"Pr Ovince, or to the assumptions used in we ight- 
"ing the various freight rate differentials in the 
"previous calculation. 

" In any case it is clearly 
"indicated that the price of Turner Valley crude as 
"laid down at the refinery in Calgary must be under 
"51.78 if Turner Valley crude is to be assured of 
Neny economic market even for refineries in 


"Calgary. 
Then finally the minim.im 


economic price for Turner Valley crude: 


"he minimum economic price for Turner Valley crude 
“under the present conditious and transportation 


Ncosts is that price which will put it on a com- 
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"petitive basis with Cut Bank Crude at Regina. 

"This price is clearly set forth in ixhibit 

"269 which indicates a minimum price at the 

"well of ¢:1.275 per barrel of 43° A.P.I. crude 

"oil taking into account the present prices 

"of 9-1/8¢ for pipeline and 2-1/2¢ for loading." 
THE CHARMAN: One dollar what? 
MK. FRAWLEY! 1 «BPH Le B75 1.274 
per barrel of 43 gravity A‘Psl. crude; taking into 
account the present prices of 9~1/2¢ for pipeline and 


2-1/2 cents for loading. 


THe CHALTRAN: That isond oimanamum. 
Bins PRAWLEY: Chat is his mininan. 


"us has been shown ‘one more paragraph 

"As has been shown any further spread in 

"markets obtained by the single expedient 

“Yof cutting the price of Turner Valley 

"erude is uneconomic. It is my opinion 

"that a price of $1.60 at the well for 46 

Novavity Turner Yalley crude is a fair price 

"under present conditions that will insure 

"the economic marketing of Turner Valley 

"crudee In any case the price should not 

"he decreased under present conditions, and 

"it cannot be greatly increased without danger 

"of losing its proper market." 

Now that means that Dr. 

Brown thinks that ,.1.275 will be, throwing the full 8, 


benefit from the decreased pipeline and loading charge, 
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that ©1.27% is tie price that should be asked for 
and obtained at the well in furner Valley for 43 
gravity but he simply averages it out or rounds it 
out when he says it should be £1.30. Now then just 
going at once to ir. LeSueur, ir. LeSueur simply 


stops at i1.2<7# as I understand it. 
THe CHA TRiialy: I ago not understand, 
new ecoes he round it out to a rate of ¢1.d0.% 

tie FRAWLEY: we@lLl----- 

Mice GOTTLE: L think, sir, onthe 
basis of ¢1.27s is the minimum and if that is the 
exact price it would also be the maximum which would 
keeod Zurner Valley crude at Regina and he gives him- 
self some leeway there I think when he goes to 4:1.c0. 


Mn. NOLAN: what he says in the 


transcript, if I may interrupt. 


wit e FRAWLUY: Yess 
re NOLAN: chat the fair price for 


4% gravity is approximately »1-é0, a few cents one way 
or the other is of course undeterminable. 

jilie FRAWLEY: Yes, but the Chairman's 
question is the relationship between ¢1.27% and 1.30. 


TATE AN He may explain it, he 


THi CHALTKiA 
may just say "I am guessing". 


Mike @RAWLEY: That is what I was say- 


ing, he just tekes @l.27% and makes it ¢1.60. 
ike WOLAN: Just let me check it be- 


fore I give this. 
THit CHALRAAN: { mean this 46 cents makes 
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sotie difference to some one. 

MR. FRAWLEY: On’, &° cents isa Lot 
take it right now. 

MRe NOLAN: You find the discussion 


of this, sir, in Volume 26 at page 14,100. 


Re FRAWLEY: what does he say, Mro 
Nolan. 
Mike NOLAN: ell he says just what 


I told you a mouamt ago but if you will look at page 
14,12¢ in that same volume, page 14,121 really he says, 
would you like to read it. 
Mire FRAWLEY: 
"he. The price of 43 gravity Turner Valley 
v erude at the well is in balanced dynamic 
i competition with Cutbank crude at Regina, 
" when the price in Turner Valley is ¢£1.278, 
" based on the distribution of producis 
" from Regina that was used in conputing 
4 Exhibit, 1 think” It was Exnibie. “eco", 
W Q.ves? | 
"A. I have estimated that the Turner Valley 
¥ producer would not lose any money per 
" day if slightly less crude were run at 
x Regina and the price were increased from 
W 61.278 to ¢1-.30." 
That is the explanation . 
" Therefore, I believe approximately 1-50 
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"Qe To arrive at the $1.274 you used the new 
4 pipe line rate? 
"A. Yes, and the new loading rate." 

And then whoever is 
questioning says "I want to explore that for a nome nt," 
I think I had better read it: 

"Just give your mechanics of that', and that is 
"What dc you mean when you say you used the 
"new pipe line rate" 
On uxhibit "209" and his answer was 
"A. On Exhibit "209", I think that is right, 
Non Exhibit "269" it is showm that the value 
"of one barrel of 45 gravity Turner Valley 
"crude at inegina in competition with Cut- 
"bank crude at $1.10 is $1.96+7/10." 
$1.96-7/10, that is right, Exhibit "269". 
"ao. Yes? 
tie and based on the old loading and pipe 
" line charge that $1.96~7/10 at Regina 
a is reduced to $1.25 at the well." 
That is also shown in Ixhibit "soo". 
Ms The old loading charge was 5 cents and 
id the old pipeage and gathering charge 
et was 15 cents. ™he new loading chaxge 
" is 2& cents and the pipeage and gather- 
" ing is 94 cents. So that there is an 8 
m cent reduction in the cost required ie 


u get one barrel of turner Valley crude 


m 
. 


y 
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Sims 


“s 


do de 


Frawbey, K.C. ~ 16,932 - 


"from the field in Turner Valley to Regina. 
"Therefore, the value of one barrel of 45 
“oravity Turner Val ley crude at the well 

“will begl.31j. Reducing that gravity from 
"45 to 45 will reduce it 4 cents and will 
"Make it 61.274. 

"Q. In other words, you accept the formula 
"for arriving at the value of the crude at the 
"well thet was pr@ared by ir. iicGrath in 
Pea. VOU? 

"A. Yes, based on the present operations at 
"Regina and the market being supplied, I bel- 
"ieve that to be a correct estimate of the 
"relative values of those crudes. 

"Q@. oO that uir. NeGrath, having used the then 
“rate of 15 cents for the pipe line and 5 cents 
Wloading charge, and these rates now being re- 
"Snectively 93 cents and 2¢ cents, and always 
"keeping to his formula and his method of 
Narriving at the price, then, off course, you 
“errive at a price higher? 

"A. Yes. Then in addition to that---- 

rat I want to talk to you about that 8 cents." 


Leg, © 


And I do not suppose we need to get into that, so that 


Wien Dr. Brow--"-- 


THE CHAGWIAN: lire Frawley what do you 
tuke is meunt by the word "dynamic equilibrium", what 


is "dynamic equilibrium", we have heard a lot about it, 


what is its meaning. 
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MR. FRAWLLY: I think it means an 
equilibrium that is constantly shifting and cap- 

avie of moving as a result of the application of 

forces Of various kinds in the world of competition. 
There is nothing static as I understand it. 

Mae COTTLE! ZL think that is the righte 
the economists ude it as the opposite of "Btatic". 

MR. FRAWLEY: Now going back t6 aly own 
notes and that about completes my reading of what Dr. 
Brown says about it, completes what I have personally 
to sey about it except we are 2 cents apart; we 

either take Mir. LeSueur or we take pr. Brown. Dr. 
Brown says it should be, that $1.50 is a fair price 
that can be paid; that really means you would be in~ 
Greasing the price of crude 4 cents on the strength of 
Dr. Brown's evidence and 8 cents as a result of this 
pipeline saving, that is where it seems to leave us. 
MR. HARVIR: You would run less to 
Regina by doing that. 

MR. FRAWLEY: Yes, he says we would run 
a few barrels less at Regina but he says in his opinion 
in the passage I read to you, that it would be, still 
be fair, and I suppose one has to make up one's mind and 
T have made up my mind anu my respectful submission is 
that the increase is not more than 8 cents, that he 
takes the 61.20 as we now have it and subject to what I 
Will say later as to that 8 cents that we will increase 
the field price by 8 cents and arrive at $1.28 and not 


1.80; my only reason for saying that is, as Dr. Brown 
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points out,himself, that it would mean that you would 
run a little less at RKegina, the Turner Valley pro- 
ducer would not lose any money per day, if slightly 
less crude were run at Xegina and the price were in- 
Greased from $1.273% +2 g1ed0. 

THE CHA TriiaAN: Why do you advocate the 

8 cents then. 

like FRAWLEY: If I thought that Dr. 
Browr, if I thought putting the field price of ¢1.30 
was going to do the greatest good to the greatest 
number, and that is my aim, if I thought that putting 
the field price of 1.40 would not result or would not 
require the Imperial to increase its tank waggon at 
Galgary by any fraction of a cent, I would say forth- 
with $1.80. I would like to give the crude producer 
all that can pessibly be given to him. 

TH CHALTRWAN: as I understand Dr. Brown, 
he is not suggesting that it may have that effect, just 
that it does not go so far. 
MR. FRAWLEY: That is right and I take 
it he certainly means that the Calgary tank waggonsstay 
where they are. 

THE CHAIRMAN: Oh yese 

MR. COTTLE: I do not think he was con- 
cerned with that in the discussion. 
MR. FRAWLEY: well ¢1.60 would give the 
Imperial a slightly increased laid-down cost on crude 


at the Calgary refinery. 


MR. COTTLE: Ye6Se 
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MR. PRAWLEY: Of course ahd as it is, 
as a matter of fact that $1.28 they have 2% cents, 
the Galgary refinery has 24 cents increase laid down 
cost on crude, which either has to be absorbed or 
passed on in the tank waggon and we will have to wait 
and see what they do about that. 

i would like to cone 
back to thot, iir. Chairman, after giving it a little 
more precir: thought as to what precisely the 41.80 
meanse If there is any necessary disturbance in the 
valgary tank waggon, I mean that :-1.30 means & cents 
more than any of us have anticipated, for the prodcuers, 
and if there is no necessary disturbanee in the Calgary 
tank waggon price I would say at once {1.80 and he says 
that that is not going to mean any less money to the 
producer because, although slightly less crude will be 
run he will get a slightly higher price per barrel and 
he says his position will be as good as it was at $1.d0. 
It will not be any worse off, so he says definitely 
"T therefore believe approximately 4%1.¢0 is a fair 
price". Now I da not like to subscribe to 91.28 if 
not do any harm 
and obviously do some good to the Turner Yalley pro- 
ducer. 
iATOR LIPSitTT: Wow are you saying anye- 
thing at all, mr. Frawley, on the other two points of 
view, the one was whether the price shculd remain as it 
is and the benefit be given to the consumer and secondly 


as to the effect of this increase that you-~--~ 
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ihe FRAWLEY: Yes, I. am conmime to that 
right now. 

MAJOR LIPSiTT: So far as regarfs the 
competitors, 

MRe HARVIE: Dr. Brown just on that 
matter of returns, iir. Chairman, he stated, made a 


statement to the effect that 33 cents increase in the 


i 


price of crude would have the effeot of reduging the 
rate of return to the Imperial by 1%. 

MR. FRAWLEY: where is that. 

WR. HARVIL: it have it in my notes and 
I will just get it. 

MAJOR LIP SETT: thet is the rate of return 
on capital. 

Re HARVIR: Yes, there he does state 
that an increuse of 3% cents would make that difference 
on the rate of return so it is only proper to assume 
that you cannot reduce it in this other way without 
affecting the Calgary picture, that is at page 14,256, 
Volume 127. 

MR. FRAWLEY: He is discussing the rate 


of return, yes, well at page 14,205: 


"9. snd so to go a further step, if the price 
= of erude should not be reduced, it would 
- follow that any reduction in the price of 
. gasohine which would have tne effect of 
” giving a lesser return to the refineries 
ui ig something which should nos be recomnm~ 


t ended, in your view? 
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"Ae At the immediate present. 
Ue Yes? 


"Ae Yess way I go a little further with that, 


e f ath assuming the price for crude f.0-b. 
” Vie Peoivery Gb sleoo.s 


WQs Yes? 
"ae. and if there has been a change in that 
2 feOebs Perinery price for crude, “tnat 
"change would be reflected within those 
i limits in the price of the finished 
A products, or in a wider market for Turner 
m Valley crudé,'as i triéd “to indicate this 
i morning - 
"Nae Yes. Wow the reality is what ' 
Now this is the Chairman I ai pretty sure, yes. 
e Now the reality is what, the price to the 


vy refinery door today+--- 


" MR. FRAWLEY: Is less. 
"Q. THe CHATWAN: Is less than $1.55? 
" MRe BRAWLEY: Yes, S¢ cents lesa. 


WA. 53 cents in valgary. 
” lik e FRE \ Wiy ‘ Ye Se 


"Ge THE CHALAWAN: Now where does that 


3 bring you, Doctor? 


"-. well the 54 cents decrease in the price 
n of crude would have increased the earnings 
u from the 1958 operation from 12.8% to, 


" probably to about 13, well probably to 


" about 14 or 14.2%). 
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"Os Yous? 
"A. Probably. Wow that is my personal opinion. 
Mike WOLAN: My reference to that is 
Volume 127, at page 14,224 where he makes the state- 
ment that a difference of 33 cents per barrel on 
Crude at the refinery would reduce the return on in~ 
vested capital by about 1%. 
MWK: FRAWLEY: Oh yeo,, DUK that i just 
when he is discussing the relationship between the 
rate of return and percent of earnings, that is quite 
right, that is quite right. Now he started off by 
saylng-~---+ 
THis CHA TiN ; Poss 1% TOLIOWw 22 25 
reduces the rate of return on capital to that extent, 
is it to be assumed that the rate of return on capital 
is all right tc begin with and Dr. Brown seers to be 
S. tase Opinion that it is. Then is it going to be 
passed on to the consumer » 
like FRAWLEY: Now just let me see what 
the Doctor says, sire WNow.z:r. Commissioner Lipsett at 
the bottom of page 14, aco: 
MR. COsmlISSION:R LIPSETT: Would that be 
"equivalent, Doctor, to saying that if you 
"take a cent off the price of gasoline that 
"would take about 6% off your figure? 
"A. Approximately". 
THE CHATRLAN: he 


MRe FRAWLEY: 


645, or 1 cunt off the price. 
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this is the gasoline now. This is before he comes to 


the crude 


Situation. 


THs CHAIR: AN: YeBo 


MR c) PRA Willy : 


jLous 
me 


v1 


YY 


W 


He leaves 


-15 is about 6$ timesg-+-- 

If you take lgg you take 10% off. lg 

you take off about 6%, 6.7%. 

A decrease in return of 6.7%? 

THE CHATRMAN; 13¢ less for gasoline. 
Means a difference of 10% on the return of 
invested capital on that estimate, or my 
estimated operation for Imperial in 1940. 
And you sald lg just to save calculating, 
ig Less ior gasoline <—-- 

Is about 5.7% in the return on invested 
gapital. These are prices for all gasoline, 
the average price for ail gasoline. 

MR. FRAWLIY; at the refinery? 

At the refinery. 

Nothing to do with tank wagon at all, of 
course? 

Well only insofar as the tank wagon effects 


finerye would you like that 


a) 


the price at the 2 
reflected on the crude." 


that and then he says: 


"Would you like that reflectec on the oruce. 


a 
"A bs 
vv 


a 


Yes, what it means reflected in crude prives. 
An inerease in crude prices at the refinery 


of about 3s¢ - is that the figure I had this 


noon? 


t 
i, 


HORT wawiaw dat on 


| satpoac three a i 


Je de Frawley, 
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wihke HARVIE: 


oe _ = 10,940 - 


Of about 33¢ would decrease the return on 
invested capital about 1%, assuming all 
Other factors to remain constant. 

Me COMMISSION“R LIPSETT: That is 34¢ per 
barrel? 

Per barrel of crude yes sir, at the refinery. 
And that would reduce ~+--~ 


And that would reduce the return on invested 


‘ 


capital by about 1%. 
bite FRAWLEY: which means that if the 
price of crude was reduced 2$¢ per barrel 
and the f-.o.b. price of gasoline remaining 
as they are, that would mean a decrease in 
the rate of return of 1%? 

Assuning that the operation is as I have 
estimated fer 1940. 

Using for a basis always your estimate of 
the 1940 Imperial operation? 

That is right." 


I think that is just actually 


the reverse. 


bitte FRAWLLY: Yes, 


it would mean an in- 


crease in the rate of return of lj. 


(Page 16,941 follows) 
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MR. FRAWLEY: | Now, that means that if the 
price of crudé ~ because certain things inevitably follow - 
if the price of aude sobs up at the refinety door that hag 
to be reflected,.always assuming that the tate of return is 
right and the spread is right; I mean the refinery costs 

are right, there must be an increase in the tank waggon pricée. 
THES CHAIRMAN: ft want to be clear as to what 
your final submission is. As I understand it, if we were 
to say it should be $1.20; it should go to the producer; 

it is quite different from saying $1.28, having regard to the 
fact that all companies are asking for a rate of return on 
their invested capital. You take the sare witness! evidence 
and he says in effect, as I recall it, that the return on 
@apital at present is not out of line. Well; is it not then 
reasonable if nee be accepted, to say that increasing the 
price from {$1.28 to $1.30 means an increase to the public 
oaotne price of gasoline? | 

MR. FRAWLEY: | Yes. Frankly, I am not prepared 
to face any increase in the tank waggon price of gasoline. 
That being so, and I am also assuming if it goes to $1.28 

now - we will get to that a little later - that going wt 
&1.28 there is an increase of 2+ cents in the laid down cost 
of crude at Calgary. That is correct, is it not? 

MR. COTTLE: | Yes. 

MR. FRAW1EY: . I do not know what the Imperial 
Oil's intentions are with respect to that. It was never 

Pe cea, I have been assuming that will be absorbed and 
it will not be reflected in the tank waggon price and on 

that assumption I am suggesting 1.28, and I think my 


considered submission will be that it should hot go beyond 
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pl.28 for fear that it might result in somothing else. Even 
if it resulted in a highe price for crude for the producer 
it might equally result in a higher tank waggon price for the 
consumer. T am prepared to rest at $1.28 and a think we 
can confidently expect th t there will be no increase in the 
tank waggon price. 
THE CHAIRMaN: at $1.28 there is still am 
inerease to the Calgary refinery of 24 cents? 
MR. FRAWLEY: That is quite right because of 
the fact we increase the thing 8 cents; not only the 5% cents 
which they are concerned with but the other 24 cents that they 
are not concerned with because they do not load at the 
Calgary refinery. 
MR. COMMISSIONER LIFSETT: Then that works out if that was 
put in. force there is either a reduction in the rate of return 
on the capital or there must be @ somewhat higher price to 
the public, 
MR. FRAvTBY: That is right. That must be so 
because there is 2% cents which I mam certainly assuming is 
to be absorbed in the refinery. 
MR. HARVIE: Mir. Chairman, are they not 
entirely two different matters; the basis on which the fair 
field price for crude is arrived at on world competition and 
whether that is 61.28 or $1.20 that should be the figure that 
is set in Turner Valley. Once that figure is set then the 
industry is entitled to a return on capital. It takes that 
figure and has to work back to the tank waggon in order to 
realize on it. Ido not think there is necessarily any 
direct relation. Or it may be Mr. Frawley is justified in 


sugeesting with the 8 cent increase in the price of crude that 
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there will be no increase in the tank waggon. It may not 

be the case. I do not think there is anything in the evidence 
to justify that view. 

MR. NOLAN: | My impression is if you change the 
posted field price one of two things happens. TBither you 
inerease the price of the refined product that is manufactured 
ur you reduce the profit to the manufacturer. 

MR. COMMISSIONER LIPSETT:; There is no alternative that I see. 
Of course, Mr. Frawley and Mr. Harvie are rather sorting out 
Dr. Brown's ideas, which are not qhite consistent in a way. 

Im One place he says that this increase is justifiable---~-- 

MR. HARVIE: 4 I do not think in any place in 

Dr. Brown's evidence has he touched on what is the fair 

calgary tank waggon. He is dealing with it purely on the 
ywalue to the refiner at Calgary. 

MR. COMMISSIONER LIPSETL Has he not fixed the tank wagsgon 
price at Cal sary by inference. If 10 is necessary tC et 


the rate of return which he says is fair. 


MR. HARVIE: Oh, yes. 

MR. COMMISSIONER LIPSETT?: I think that follows. 

MR. FRAWLEY: | Let us gét down to reals ties, 
On the 3rd of July----I am anticipating what I was going to 


say, Not altogether, but a little. On the 2nd of July 
the price of crude oil was $1.20 and the cost of getting it 
into the Calgary refinery was 15 cents. So it was $1.35. 
On the 3rd of July a change was made and the price of crude 
oil, let us say, went up- The Utilities Board reduced the 
price cb cents, the carriage charge 5s cents. That was 
immediately, let us suppose, put oh the price of erude. 


Me priee of crude would go to $1.28 because of the’ extra 25 


cents that this Commission reduced the loading charge. That 
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would make the Calgary refiner's laid in cost then 24 cents 
more. Not 8 cents. But just 24 cents more. Now, to what 
extent does the 25 cents increase in the price of crude 
mequire -an increase in the tank waggon price. I am very 
frank in saying that this Commission might, of cou rse,find 
otherwise, but my submission is there was no justification 
and there is no justification to-day for an increase in the 
tank waggon price. 

MR. COMMISSIONER LIPSETT: It does not make the price to 
the Calgary refiners 24 cents more. It makes it 5¢ cents less 
gnstead of 8 cents less, is that not it? 

MR. FRAWLEY: It makes the price of trans- 
portation to the refinery 8 cents less. 

MR. COTTLE: You are making this assumption 
that the changes were made on July ord. If that had been 
added on to the price of crude the fellow at Calgary pays 
2% cents more and the fellow at Regina will be in the same 
position as he was before, if what you are assuming took 
place. 

MR. FRAWTEY: Yes, if on, the, 6rd.of July tne 
price had automatically gone on the price of crude the laid 
down cost would have been the same at the Regina refinery but 
the Calgary refinery's out of pocket would be 23 cents more. 
MR. COMMISSIONER LIPSST?: Based on the $1.28? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: I must say after hearing Mr. 
LeSueur upon the subject of passing on the 8 cents to the 
producer, there is not the slightest suggestion that that 


involved or implied an increase in the price of gasoline to 


the consuer. 
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MR. FRAWLEY: | That is true and that is my 
excuse, if there be any excuse necessary, for not hav ing 

made it abuhdantly clear on the record that the Imperial Oil 
would leave the tank waggon where it was. We were awate of 
the extra 8+ cents cost. 

THE CHAIRMAN: TI am not saying what might happen 
in the future. There was no contract that the field price 

was going to stay fixed nor that the price to the public was 
going to remain static. Thatwe have been consistently told 
depends on world conditions. But I would say that if not 
the express, the clear implication from the evidence ig: that 
that is going to the producer because tht has to do with a 
reduction in the transportation costs and: he is entitled to it. 


But certainly not at an added cost to the consumer at the 


moment. 

MR. FRAWLEY: That is true. 

THE CHAIRMAN: Because of this pipe line 
reduction----- 

MR. FRAWLEY: As a matter of fact, when the 


discussion first emerged with respect to the passing on of 

the 54 cents to the consumer - forgetting about the producer. - 
we were told many times and in many places it was too small. 
It was something that would only cause a lot of confusion in 
the service station to increase the tank waggon price by 
whatever it was, 2/1¢ of a cent or something of that sort, 

So I think we must wait till there is a larger movement in the 
laid down cost at the refinery, something more than 2% cents, 
befure there is any change in. the tank waggon. That is one 

of the things that the refiner must: be prepared to take up 


in the cobb and flow of his business. Now, how much more the 


bes 
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difference should be we will not say at the moment before 

he is justified in raising the tank waggon price. And I 
must say too, Mr. Chairman, nothing was said to the contrary 
and that is why one drew these inferences. Now; before I 
go on to what should be done with the pipe line saving----- 
THE CHAIRMAN: On the other hand, don't you 
think Dr. Brown's suggestion of the proper price, at least 
in one place, the suggestion of the proper pride being $1.30 


is somewhat uncertain and vague? 


MR. FRAWLEY: Oh yes, I think that if) so. 
THE CHAIRMAN: and one that----- 
MR. FRAYLEY: AS Mr. Cottle points out, what 


Dr. Brown was doing, he took Exhibit "269", which works out 
exactly at 51.2%, being the value of 48 gravity crude. 

WR. COTTTE: It was $1.19% for 43 and the 
Imperial made it «31.20. 

MR. FRAWLEY: Yes, when they might have made it 
$1.19%, to be exact. Ithink you are quite right that Dr. 
Brown has just in a very general way and, perhaps, not thinking 
that his evidence might be taken as the exact answer and as the 
exact measure for 2 recommendation of this Commission, as to 
what the field price of crude should be. 

THE CHAIRMAN: ft strikes me at the moment, 
subject, of course, always to what you might say, that if the 
field price was said to properly be $1.30 right now that then 
there might be some good reason for the refinery increasing 

the price to the public. 


MR. FRAWLEY: Yes, becsuse you would have 2 cents 


and 24 cents, or 4g cents then. 


TH CHAIRMAN: I am not saying that there is or 
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there is not good reason for them doing it at this moment. 

I say the implication from Mr. LeSueur's evidence is that 

he has no intention of doing it under present conditions. 

MR. FRAWLEY: | I am sure he would have said go 
here rather than leave us under any misapprehension at all 

in regard to the tank waggon price. 

WR. PLOTKINS : Have you taken into consideration 
the fact that the Imperial's field price to the purchasers 

is now a cent and a half more down to 8/10 of a cent, in the 
past few months, more than the official field price. So that 
the refinery is not now paying $1.20 but $1.128 downwards, 
because it varies from month to month. Tt is the weighted 
average and we have been told it works out from half a cent 
to better than 14 cents. 

MR. FRAWLEY: That is some mechanics that the 
Commission has not been told abaut. 

MR. COTTLi: That is because of the fact that 
the average gravity is not 43, it is something over 46. 

MR. PLOTKINS: it has the effect of increasing 
our costs at the refinery. 

MR. NOLAN: wenly to the extent that the 
gravity is increased. 

MR. FRAWLEY: Before leaving the question of a 
field price and having accepted------ 

TH CHAIRMAN: So that *r. Harvie will not 
misunderstand me. We have no confirmed conclusions at this 
time. Iam just saying that the present impression, Mr. 
Harvie, is not that you and any other refiner’ should not do 
what you like. I say my impression of Mr. neoueur ‘8 


evidence as to what his company intends to do is------ 
MR. HARVIE: I appreciate that----- 

THE CHAIRMAN: That it does not involve 
anybody else. 


we 


8 
ms vis Frawley, a tre -16,948- 
MR. HARVIS: . My impression was thet 


~Mr. LeSueur, when he was speaking of that figure of 
gl.28 he was looking at it purely to keep the equilibrium 
in field prices, and had no idea at all and was not diseus- 
Sing the marketing situation or the rate of return or 
anything else. LI just do not know that it is fair to Mr. 
LeSueur, but however that is the Commission's business. 
TY GHATRMAT; He is talking about 
passing on something. You might just get his evidence, 
Mr. Frawley. 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: He is saying in his 
opinion the 8 eents should be passed on to the producer. 
Prettany Lis In order to keep the 
proper equilibrium in price of crude I submit. 

THE CHAIRMAN: Well that is... 

MR. NOLAN: He said in effect this. 


Do you want to know’ 


THis CHAIRMAN: YeSe 
MR NOLAN: The & cents will go to 


the producer because it is part of your structure in determining 
your crude price. You could not possibly give the 8 cents 

to the consumer and carry out a proper competitive scheme 

of fixing a field price on a proper basis. 

MRe FRAWLEY: Volume 128. 

THR CHAIRMAN: You observed what Mr. 

Nolan has just read, Mr. Frawley? 

MR. FRAWLEY: Yose 

THE. GHAIRMAN: He is talking about what 
cannot be done to advantage the consumer. Certainly there 


is the time one would expect itr. Lesueur to have said it 
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would disadvanteg the consumer if he passes this on to 

the producer. I do not think there is any difficulty 

about that. 

MR. COTTLS: He also said that, Sir; 

a few days after voluntarily reducifie the tunk Waggon pr ioe 
helf a cent on 3 Star and 1 eeht on Esso; which he did 

not in ahy way relate to the price of cruda. 

Mar. NCLAN: The reference, my Lord, 

is Volume 1c8 at Page 14,281. wsgain in that same volume 

1e8 at Page 14,519. Phat is when you drought up the subject 
again with Mr. LeSueur. 

THE CHAIRMAN: Yes. ishat did he say’ then, 


Mr. Nolan? May I interrupt you, Mr.Frewley? 


Wa. FRAULBEY: Yese 
TH CHAIRMAN: I mean you have raised a 


question which was nct a question in my mind until right now. 

MR. FRAWLEY: Personally I think this 

is a good wey to go slong. Sverybody is getting in on my 
Oomiibus. I think it is right to go along and then it is finished. 
THE CHAIRMAN: Yes, and then ve feel we 

ean take Liberties with our own Counsel, whose whole 


object in life is to help us. 


MR. NOLAN: And we are trying to help 
TOO 
THs CHAIRMA Ws BEE ae eet eee 


feel we can take liberties with Mr.Frewley where we might 
hesitste tc interrupt Counsel making representetions for his 


Client. 
VR. NOLAN: In this second reference 


at Pags 14,318, he says;- 
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mq THE CHAIRMAN: You say if it is going ¥%o 
4 be on a competitive basis that you have to take your 
" transportation costs into account as between the 
* refiner and pyeganene 
WA Yes. If you do not take a competitive basis you 
us are completely at sea. 
a MR. FRAVLEY: But you have to arrive at 
i that competitive basis for the purpose of protecting 
n the producer? 
"A Not protecting him but for the purpose of establishing 
u a price which he should properly receive. 
i Til CHAIRMAN: That iS your prover price 
* equilibrium as I understand it. As I understand 
8 the witness you cannot possibly give this to the 
4 eonsumer and keep on a proper competitive basis, 
" Carry out a proper competitive scheme of fixing 
ui your field priee, at least qa competitive scheme 
iy on a proper basis. 
"K Tet (les riehte 
THE CHAIRMAN: May I ask you, Mr. Nolan, - 


certainly there is no suggestion in your presentation to us 
and do you think there could be any conceivable implication 
when Mr. LeSueur was advocating this increase of 8 cents to 


the producer that in any wise involved an inerease to the 


Consumer because of it? 


MR. NOLAN: No, it never occurred 


teoume, Sir. I do not know whether it o@curred to him or 


note Mr. Frewley just points to me this other refercnee 


that I Made to you on Page 14,280. 


MR. FRAY: The same volume. 


eer Be ses ee hit & . f. * 
WR. MOLAN: Mr. LeSueur is referring 
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there to price competition. "His estimate" meaning Dr. 
Brown's, says Mr. LeSueur, "as I understand it is worked 
out into decimals at 41 194% for Turner Valley crude, 
With cohditions existing pribr to July, or adding the 8 
cents, e1ievs, with 4 possible price of $1880 if the 
market is somewhat curtailed. Of course; ollr figures 
are (1,20 and (1.28 with the present market. We see no 
reason why that price is not a reasonable price, permitting 
of expansion in the Valley, steady development in the 
Valley and we feel that that price is a fair one today 
and that the limit of the market and the priee should not 
be disturbed unless there is some real reeson for it." 
MR. FRAWLEY: I think that is what 
he had in mind when he said the present market. That is 


the expression used by people. 


MR. HARVIE: That is the market for crude, 
surely? 

MR. FRAWLEY: With the present tank waggon market. 
MR. NOLAN: No, it is the crude market he is 


referring to there. 


MR. FRAVLEY: He says "Gur prices are that 


with the present market." 


MR. HARVIE: Which is the Regina and Calgary 


refining area. 


dole 


MR. COTTLIE: 2s cents a barrel, Mr. Chairman, 


in terms of gasoline is 1/10 of a cent a gallon. That is the 


relationship. 


THE CHAIRMAN: Yes. Now, it was after Mr. 
TeSueur's evidence was given, wasn't it, that there was a 


reduction in price announced to us by Mr. Nolan for his clients? 
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12 J. J. Frawley, K. ¢. 
MR. FRALEY: That we have just read----- 
MR. NOLAN: It was four days after. 
MA. FRAWLEY : The 25th of October was the date 


of the cut, and what I have just asked lir. Nolan to read was 
eayen on the cist of October. 

MR. NOLAN: Do you want Dr. Brown's evidence 
on what should happen to the 8 cents now, or did you get that? 
MR. FRAWIRY: You mean as to whether it should 
be passed on to the producer or not? 

MR. NOBAN: Ye¢s 

MR. FRAVOEY: Yes. We have no controversy 
about that. 

THE CHAIRMAN: Are you going to give it to we 
fet. It not LT will take a@ pote Of «it, 

MR. FRAWULY: What Dr. Brown says about the 
passing on of the saving? 

TH CHa TRMAN: Yess Cir you ere net somigg to 12 
we will take a note of where it is. ‘here is it, Mr. Nolan? 
MR. NOLAN: I am checking these before giving 
them to you. It is so much safer. 

WAR. FRALEY: He really has said that in the 
memorandum, Exhibit "7il™ theater reg. 

MR. NOLAN: Wig computation uses that pipe 
line saving. 

MR. FRALEY: He says this on page 8 of Exhibit 
nm771%: "This price is clearly set forth in ERiit "269" , 
which indicates a minimum price at the well of 1.275 per 
barrel of 43 gravity A. >. tT. erude oil, taking into account 
the present prices of 9% cents for pipe line and 24 cents 


for loading." Now, he has made his calculations, because 
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Exhibit "269" does not say $1.274. Exhibit "269" says 

$1.193. So that he has out the two together. Let me read it 
again. "This price is clearly set forth in Exhibit "269." 
Now, Exhibit "269" shows a price of 31.29% at the well fur 

48 gravity o $1.19% for 43 gravity, our gravity. Now then, 
reading from his Exhibit. "This price is clearly set forth 
in Exhibit "269", which indicates a minimum price at the well 
Of 1.275 per barrel of 43 gravity A. P. I. erude oil, taking 
into account the present prices of 93 cents for pipe line 

and 2$ cents for loading." In other wrds, he has made his 
own calculation, using bxhibit "269" but using the new pipe 
fane vate. 

THS CHAIRMAN: He has not, I take it, in mind----- 
he says that is what the field price, the minimum field price 
fer crude should be. 

MR. FRAWLEY: For crude. 

THE CHAIRMAN: lie has not coneerned hixuself with 
what the public is going to pay for the refined article. 

MR. FRAWLEY: vO o Mr. Nolan was not looking 


‘for that for you. 


MR. NOLAN: sm Volume 126, at page 14,123 
"Mr. FRAWLEY: Then I suggest to you, Dr. Brown, that one 


very proper thing to do with thai saving in the pipe line 
rate is to send it on through the refinery into the tank 
waggon? A Tat is what will be done if the pri¢ge of 
erude is not changed. But I think that that puts the price of 


. * F 2 =| i = > * 
crude out of competitive balance. That is all he said. 


MR. FRAVIRY: ie rejects my suggestion that 
it should go into the tank waggon. Clearly we can put it 


G@own definitely that Dr. Brown's opinion is the saving in the 
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pipe line rate charges should go to the price of crude, 
THE CHAIRMAN: That is right. Now, you have 
raised a doubt as to whether or not this passing on is 


going to do something different again, namely, make a change 


as against the consumer. 


MR. FRAVWOLBY : if it is having another result----- 
THE CHAIRMAN: I had no doubt of that until to-day. 
MR. FRAWLEY: IT had not any either. (If i Tiraised 


it I raised it thanks surely to my friend Mr. Harvie. 


THE CHATRMAN: Well, I do not know. 
MR. HaRVIE: It appears to me to be so apparent. 
MR. NOLAN: Whether it gets to the consumer 


or not, is it not quite clear that the profit of the refiner 
must be reduced by reason of this inereased cost of the raw 
material? 

MR. FRAWLEY: Infinitesimally, yes. That is 


the answer. 


MR. NOLAN: 2s cents a barrel. 
MR. FRAWLEY: That is 2e cents----- 
MR. HaRVIE: It means 5/7 of 1% on the return, 


which is a real factor. After all, it is the rate of return 
we are interested in. 

MR. COTTLE: On the Imperial operation it 
would. be $50,000.00 increase in cost, or after taking off the 
income taxes, would be about GS7 , 000200 or ~O8,000.00, 


reduction in the earnings. 


MR. FRAYLSY: If it is left unsatisfactorily 
I think we should kivw. I think we should not be left in 
this way. If there is nothing we can do and we cannot read 


anything more out of the evidence I suppose it might not be 
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wrong to ask ifr. Nolan to inform the Commission after he 

takes instructions. 

THE CHAIRMAN: I think so. I would have had no 
doubt at all after listening to Mr. LeSueur, taking the broad 
view of the matter, he says: "There is going to be some loss 
here but we are going ahead." I cannot see how he makes that 
statement now and a few days later you on behalf of your company 
announce a reduction in price to the consumer. I would not 

have thought anything about it. I would not have thought it 

was open to question were it not for the fact that the discuasion 
we have had to-day raised some doubt. Not what the oil 
companies should do now, but what meaning Mr. LeSueur meant 

us to get from his evidence. IT had no doubt as to the meaning 
errached to his evidence. Bub, Lt there pe arto, 2 eee 

we would welcome having that doubt resolved. 

MR. NODAN: Quite so. tet us see if there 

is any such doubt. 

MR. FRAWLEY: TL think It Ls important in -our 
further discussion, to see if we are facing a tank waggon 


inerease. 


THE CHAIRMAN: Yes; I think so. 
MR. NOLAN: Yes, clearly. 
TH: CHAIRMAN: You, perhaps, can let us know in 


the morning if it be possible to get a reply. 


MR. NOLAN: The time element is always against 
me. It is five o'clock there now. 
THE CHAIRMAN: The only reason I suggest the 


morning at all is that it might have some reflection on what 
Mr. Frawley may have to say. 
MR. NOLall: I can get word back in time for 


Mr. Frawley in the morning. “e have been doing that fcr months. 
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THE CHAIRMAN: If, for example, we should think 
well of Mr. LeSucur’s suggested $1.28, we do not want to be 
confused or misled as to some other effect it might have, 
which we did not think he intended. 

MR. NOLAN: Quite so. 

MR. FRAWLEY: wow before going on to the question 
of pipe line savings, I am just going to pause for a moment, 
Just to digress purely to say this----- 

THE CHATRMAN: Just excuse me one minute. I have 
Volume 126, page 14,125. Who was that, Mr. Nolan. I think 
you read that, but I did not make a note of who was speaking. 
MR. FRAWUBY: Dr. Brown. 

MR. HARVIE: Where he gave the information 


that the 8 cents should go to the producer? 


THE CHAIRMAN: Yes. 
MR. FRAWLEY: Tosfinde Lite Git fees to reset eine 


temptation at this stage to draw a little picture of what 

Poi’ wiree., and ‘open play of compet iniare forces does woen used 
as a yardstick for measuring the price of crude in Turner Valley. 
Having in mind all I have said and all that has been quoted to 
Pou, Me. Chairman, let us suppose. Mr. LeSueur builds his pine 
line to Regina. The first result will be that the transporta- 


tion cost to Regina will come down. It is now 54 cents, but 


tet us’ just for the purposes of this short illustration say 


that it comes down 25 cents. The field price, necessarily 
goes up 2d cents. Te price of gasoline necessarily goes up 
1 eente The importation of Montana gasoline is immediately 


encouraged and finally the production in Turner Valley goes down, 
when Montana gasoline comes in. Now, that, to me, just a poor, 
ordinary layman, it seems to me to be the rather absurd result 


of the application of the full, free and open play of the 
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competitive forces. But that seems to be what it results in. 


But my friends ask "Why bother about it?" Because [I am 
accepting it. fT am a.cepting it because it seems to be 
inevitable. iverybody seems to think it has to be. It is 


just enother application of what Mr. Commissioner Lipsett said 
this morning, supposing that Montana and Wyoming and East Texas 
and those fields in the United States fell into the bowels of 
the earth to-morrow and there was not any more. But we 
still had lots of it in Turner ,alley, and more and more 
every day. Still we would pay a lot more for our crude and 
a lot more for our gasoline, just because down there in 
anouther couhtry they ran short of crude oil. 

MR. COMMISSTONER LIPSET?: I certainly think we would be 
very interested in hearing both sides of any such suggestion, 
not assuming for the moment that it is accepted that the~e 
should be an increase in the. price of crude. 

MR. FRALEY: If that situation eane about, 
you mean. ‘Yell, Mr. Chairman, the only alternative is to 
arrive at the field price of crude on a cost pilus basis. 

And I do not subscribe to that. 

TH: CHAIRMAN: Following your illustration 

and supposing a pipe line were put through and all these 
things pepened. “ho gains? 

MR. FRATIBY: Surely, that is it. It seems 

to completely box itself. 

MR. HARVIE: | The Saskatchewan consumer. 


MR. FRAWLEY: No, the Saskatchewan consumers 


pay the same price. 
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MR. FRAWLEY: The price of crude goes up; 

if there is one thing we have learned it is that if you go 

out and select Regina e¢ the focal point, that is the price 

at Regina, and when you arrive back you deduct the prices --- 
MR. PLOTKINS: The minute you have a pipe line 

at Regina you will reech further east and then the price is 
Weet you. get furthe: Best. 

ie (COTE? It takes 47 cents to get to 
Winnipeg, Mr. Plotkins, and thers is no advantage whatever 

in absorbing the difference between 25 and 47 to get to 
Winnipeg because there is not enough volume to make it worth 
while. 

MR. PLOTKINS: True, but the minute you have a 
pipe-line in there and the refiner has a lower cost of 827 cents,: 
which allows them to go further East, 

MR. FRAWLEY: That juat puts the price up t# the 
Turner Valley producer. 

MR. PLOTKINS: The orsducer will not have anything 
to say. It is the merketer who will decide end he will go 

out into the field and see what he finds, how much more 
products he can market and then he will set his price at 
Turner Valley on ths new set of conditions and that will 
inevitebly increase the merket, the minute there is an 

price anc trensportation costs come down, 


increase in 


MATIR LIPSETT: Mr. Frawley, what Mr, Plotkins 
says is worth considering and whet he is putting is this, 


as I understand it, it tekes the reduction of 47 cents 
in the price of crude to put you further sast than Regina.: 
Now at the 47 cents you are giving some for extra profit 


put taking 25 cents in the reduced transportation, it gives 
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you 26 cents still of a reduction necessary to get further 
Best. Now it might be, aocording to Mr, Plotkins' suggestion, 
that to take in Winnipeg, that you might be ablé to do that 
by reducing the price in Turner Valley by 22 cents and that 
that might them become the new field price besed on Winnipeg, 
distinct from Regina. 
MR. FRAWLEY: Oh, yes. 

= CHAIRMAN? In short, he says, you get a brand 
new economic fringe. 
MR. FRAWLEY: Yes, what we were talking about 
this morning. You get your vafined products pushed further 
Bast, that is true, that may be true, you get a little more 
erude sold perhaps. 
MR, COTTLE: 1 think the evidence will bear 
me out when I say though, that you cannot get enough additional 
volume of crude by decreasing prices to justify it on account 
of the higher cost of transportation and the differential 
thet is ageinst you every time you move by freight. for 
instance Portage La Prairie to winnipeg is only 56 miles and 
yet it takes 47 cents a barrel on the total procuction to 
put it into Winnipez and then you have only incresesed your 
volume 16% on your totai throughput, so therefore, if you 
had 6 reduction in the Regine 1c‘d down costs of <5 cents 
rather than leeve that as a reduction forcing gasoline further 
Bast, you are better off as a producer to increase your 
price 25 cents and leave your economic line where it is and 
that is the logicel thing which would happen beceuse of the 
thin gallonage and the very hig freight differential between 


Regina and Winnipeg. 


MAJOR LIPSETT: Have you worked out, whether 
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that, how that would work out if you essumed that the reduction 
of £5 cents in the transportetion charges, the reduction of 
25 cents in the transportation cherges by reason of the pipe 
line. 

Mae COTTLSs That still could be worked oute 
Whetuer or not it would be worth while if you could gew the 
Winnipeg market by reducing only 22 cents instead of 47. 
MAJOR LIPS3TT: Yes. 

Bee COTTLE: We could work it out and I think 
the result would be it woulé not be worthwhile and then you 
have to compare that by the possibility of increasing your 
Regina laid down costs by 25 cents. At the moment the laid 
down cost oe Regina cannot be increased beyond the figures 
shown in !xhibit "269" because at a price higher or at a laid 
down cost higher then that, Montane crude will teke the market 
and that is at the moment the determining factor at Regina; 
even today it might be worthwhile to increese the Turn‘sar 
Valley field price so as to increase the Regina market and 
give up some of the msrket which we now have; thet might be 
the sensible thing to do but that cannot be dome because if 
we incereese the field price beyond a certain point Montana 
will steal the Regine market. 

MAJOR LIPSETT: Yes, but 1 suppose if you have 
the 25 cent reduction in the trensportation charges to Regina 


you might be able to say thet Calgery wes the deciding point 


and not Reginé. 


MR. COTTLE: Quite beceuse what Mr. Frewlcy has 


put to you involves en increase in the tank wagon price in 


Calgery. Now you cannot increase the tank wegon price in 


‘ 5 r A Na ° ; Yr + ; ft PF 
Calgery indefinitely, as Dre Brown has made clear in Exhibit "711 
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becsuse you will soon get to the poin%s where you will have 
en invasion of Alberta of refined products from Montana end 
that may then be the determining factor and not Regina, 
MASOR LEPSSTT: Yes, but when Calgary becomes 


the deciding factor it would have to go up to this 51.69. 


fr. COITLE: That is right, it would have to 
gO approximately thet high before Calgary would be the 


Ves OR LIPS hTT: Before Caigary would be the storm 
Center there would have to be 29 cents or 28 cents, 27 cents 
extra added on to the price of crude. 
oe, COTTLE? Thet 2s. cienes), inorder fer 
Calgary, the Ceslgary refining area to be the determining 
fecyvor it would mean that the pipe line rate or the transport~ 
ation rete from Calgary tc Regina would have to be practically 
nil, 
MAJOR LIPSETT: ¥es, it would have to get to 

i 


©1267 or $1.68 or %1.69 before Calgary came into the picture 


as a disturbing fector. 


mere COTYLE: Theat is right. 
MR. PLOTKINS: Mr. Commissioner, I want to point 


out something which is happening right now, which will give 
you a clear conception of whet the problems involved are. 
At the present time, and I think it has already been consummeved, 


there is a freight rete making Calgary the bese for refined 


products clear to Winnipeg. Now when you have @ pipe line to 


o 


Regina the railways are not going to lcse that business. 


They are immediately going to go beck to tne Calgery center 
and say, “All right. we are prepared now". in fact I think 11 


is already nere, "We are peepared now to give you a freight 
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rate clear to Winnipeg on refined products" and you have 4 
different state of economic fectors t> faces and that is 
exactly what is goine to happen and probably has happened 
already. 

MR. FRAWLEY: Well probebly gazing into the 
crystal like that does not help very much. I+ seems to me 
the obvious result of doing what Dr. Brown says must be done 
in arriving at the competitive price for crude. 

WR. COTTLESs But with a little speculation in 
dynamic economies by the way. 

MR. FRAWLEY: Whatever it is. Now I want to 
ack and answer the question what to do with the pipe line 
saving. Thet will only take a minute because we have 
discussed it in large part in the last half hour. 

As I have stated, in reviewing 
the subject of the field price, the determining factor in price 
is the competitive velue of the crude at a point outside the 
province, 

the price was as low as we found 
it before the reduction in the pipe line rate, only because 
it had to be low enough to be laid down in Regina at a cost 
to meet competition from other crudes. That competitive 
cost at Regina was, before the pipe line reduction, $1.95 and 
2/10th cents per barrel for 45 gravity crude which permitted 
a field price of $1.20 in Turner Valley after deducting 
freight 53.2¢ loading 5¢ and pipe line 5¢. 

The competitive value at Regina 
was not altered in any way by the vipe line reductions and 
hence these reductions have hed the effect of lowering the 


obsteclLes which the Turner Valley crude has to overcome in 
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meeting competition from other crudeg in the Saskatchewan 
market. 

this lowering of the competitive 
obstacles, in turn, increases the field value of the crude with 
the result thet, whereas 1.20 crude would formerly lay down 
am Regine for 1.93 end 2/10ths cents, Turner Valley crude 
at $1.28 will now meet the same competition. 

Accordingly, we cannot escape 
the conclusion that the field price shouid, by reason of 
the reductions in the pipe line and leading rates, be 
inereased from {1.20 to 41.28. 

I will have a further submission 
to make with respect to the passing on of the 8¢ reduction 
in pipeline and loading charges, and I would like to defer 
that statement until towerds the end of my remarks, 

MAJOR LIPS2TT: Well, Mr. Frawley, heave you 
considered this suggested increase based on Regina from 
the point of view of the sméll refineries in Saskatchewan, 


that may presently be importing Montana crude. 


MR. FRAWLEY: Thet mey be now importing Montana 
crude? 
MAIOn LIPSETT: Yes, from this point of view that 


if you could send your erude oil into Saskatchewan at 8 cents 
a barrel cheaper than at present, you might eliminate the 
importetion of Montana crude by these smell refineries that 


exist in Saskatchewan. 


WR. FRAWLEY: Yes, I do not know what the volume 


is. Well. yes, we do know something about the volume 
because we have taken pains to calculate what it would be, 


to calculate what would be saved from the ora of July to date, 
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MAJOR LIPS=TT; Do not these smaller refineries 
use Montans crude? 

MR. FRAWL=Y: We really do not know, sir, 


what Saskatchewan refineries are now using Montana crude. 

We only know of one, that gentleman Georgescue that came 

up here, he is apparently still using it at Bishopric. 

MR. COTTLE: And that refinery at Bishopric, 
by the way, uses Montana crude, apart from the price 
consideration, for a particular purpose, that is to get fuel 
Oil to run the sodium sulphate plant. 

Pav OR GLPSSrTT: »wpeaking generally, do the 


Saskatchewan small refineries, do they refine Turner Velley 


crude? 
WR.. FRAWLEY: Oh, yese 
MR. COTTLE: Generally, yeS, and’ any who do 


not have particular reasons of their own for not using ite. 
MR. FRAWLEY: Oh, yes, we have displace it now 
almost throughout the whole province of Saskatchewan. 

MATOR LIPSATE: So in Seskatchewan there is no 
prospect of ousting any more Montana crude even if you give 
the 8 cent reduction to Saskatchewan. 

MR.. COTTLE: No, i do not think there is 
enough to be ousted in Saskatchewan to bother taking the 
price down, 

MR. FRAVL=Y: Now I pass, Mr. Chairman, to the 
question of field contrects, and 1 first went to quote, and 
I may say in connection with field contracts, that in my 


opinion it is nowt Left in a very satisfactory way --- 


MAJOR LIPSSTT: Mey I interrupt you again, 


Mr. Frawley? 
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MR. FRAWLEY: Yesé 
MAJOR LIPSETT: Are you going to deal at all with 


the position of the other refineries who are not getting the 
benefit of the pipe line reduction? 
MRe FRAWLAY: Deal with them as to what should 
heppen to them? 
THE CHATRMAN: If the field price is increased. 
MR. FRAWLEY: Well I am suggesting that the field 
price be increasej and that will certainly increase their laid 
me cost but if, ifthe inevitable result of the application 
of the competitive system to e determination of the price, ef 
crude results in increasing the price, then Mr. Mayland will 
heve to pay more for his crude in Turner Valley. ido nov 
see any possible escave. He thought that there was some 
advantage when he went down there to establish his refinery 
and indeed there was an obvious advantage, his abscrption 
plant was there and it seemed to be convenient to bring the 
balance of his operation to the absorption plant and perhaps 
he thought he was saving the pipe line charfes, that he was 
going to escepe the pipe line charges, when he went into 
Turner Valley. Now he may be victimized In some small way. 
MLJOR LIPS@TTT: De you not think there should be 
some consideration given to his equities, because that is 


What it results in? 


MR, FRAWLEY: It results plainly in his paying 


more e Tt certainly increases the price of his crude. 


THR OHATRMAN: You say, L suppose, with the 


competitive system in full swing, they do not care about 


equities. It is only some Statutory Board like the 


Conservation Board that is charged with that responsibility. 
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MR. FRAWLEY: Yes. Mr. Mahaffy ceme here, 

1G ie duits true, ahd made a submission that that 8 cents 
should not be passed on; that the ficld price should not 

be increased, Well one would expect him to advance that 
contention end to try to find some support for it but about 
ell he said was that it should remain in the refinery, which 
is rather untenable; not go one way or the other but just 
stay where it accidentally got logged, 
Mayon LIPSETTs: I was thinking of it really from 
the point of view which the Chairman put to you, where there 
is conservation, of course, there wiil be no doubt that you 
would suggest equities should be protected. 
MR. FRAWLEY: Ohy- quirte., 
MAJOR LIPSETT: But are we not doing this, or have 
we not done this on somewhat the same point of view, once the 
company, the pipe line company was made a Public Utility, does 
not the seme reasoning crise that equities ought to be 
prominently before us because this is not competition in the 
new pipe line, it is a Public Utility. 
MR. FRAWLEY: Well the pipe line is @ public 
Utility but all we are doing is, you see the Board reduced 
the pipe line rate, they were not concerned at all with what 
the next step was; neither was this Commission when they 
recommended lest spring --- 
THR CHAIRMAN: They had no evidence on which to 
base any next step. 


MR. FRAWLEY: No, that is true, they had nothing 


et all and now we are scceking, we are now examining into and 


dissecting the competitive price and we find how it is made up 


and we just, unless we reject it altogether, we have to keep 
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to its application, 

MAJOR LIPSETT: Well do we not, we now oome to 
deciding or recommending, where that reduction is to ZO tO. 

MR. FRAWLEY: Yese 

Mee ok bl PSETT: And you are seying now that when 

we get to thet point, we should forget all ebout these equities 
end lst competition govern everything. May we not be equally 
concerned with doing equity in our recommending where this 
reduction should go to, as we were, in recommending that 
equities be looked after when there is conservation? 

WRs PRAWLEY: Well first of all 7 think you have 
to determine the direction in which it goes and if we think 
thet it will be doing violence to the whole situation by 
endeavoring to arbitrarily hold the price at 41.20 and putting 
it on, through the refinery, to the tenk wagon price, which 
would be possible, - there is nothing impossible about it, - 
but that would be, I am told and I agree, interfering with 

the free play of competition, that is true, that is true, 

fet in itself is no crime, as you Will hear me sey beTore 

heen fitniched with this -<- 

MAJOR LIPSiTT: No, but I am only thinking aloud 
and trying to be helpful and not critical, 

MRe FRAWLEY? Yes, I understand, 

MAJOR LIPS=ZTT: But I am still thinking, are 

there not other elements entering into this besides compet- 
stion an@ we should not turn eround and blindly say that 
competition should decide this, we heving held on different 
grounds, or recommended a pipe line rate from @ public 


utility point of view and eliminated competition more or less., 
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MR. FRAWLZY: Well, you took it as you found 


it, it was monopolistie and you recommenced the obvious 
thing, making it a public utility. I frankly do not know 
whet can be done unless we; we arbitrarily consider thet 

the field price of crude should be increased for all people 
using the pine line and something, some other sort of price 
be fixed, and then we have the producers, are we not back 

to where we were this morning, would we not have to have a 
pool to determine the price at which they would sell to 

Mey land and the price at which they would sell to Royalite. 
MAJOR LIPS=TT: Now under competition we might 
be striking a blow at competition if we made it impossible 
for the competit°rs to carry on by reason of this 8 cents a 
pak rol, he might be in a worse position thar we put him into. 
VR, COs : I wonder if I may interject a 
thought at this stage, when Turner Valley crude was found 
the price was, of course, higher and there was not enough 
crude to supply the merke%; when it was first found and 
there were refineries operating in Coutts; now the result 
er tne finding of more end more crude oll in turner Val Ley 
has been the lowerins and the lowering of the price with the 
result that the operstions of the refinery at Coutts is now 
uneconomical and competitively out of the question. Now the 
reduction of thu price of crude in Turner Valley scrapped 
precetically those plants in Coutts. Now thet is another 
serious problem in equity. Now if you consider the equities 
of the plents in Coutts being serepped you would have hed to 
prevent eny crude oil in eny quantity being produced in 

that is the same problem, just going one 


Turner Valley; 


stev further and that would be the result of considering en 


equity of that kind in determining what the price of crude 
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Oil should be to find its way into world markets; that is 
what it does. 

MAJOR LIPSUTT: That wes unrestricted competition, 
and thet tekes the system to this logicel conclusion, the 
competitive system to this logicel conclusion, - apart from 
this regulation, the pipe line rate would have remeined at 
15 cents and competition did not force it down below that, 
MR. HARVIE: We do not know that there would 
not have been other competition. 

MAJOR LIPSITT: Well, we do not know but that 
Was actually the position. 

MRe NCTAN: That pipe line rate has been 


coming down and down from 37% cents, all the wy down to 15.- 


MAJOR LIPSSTT: And might come lower? 
MR. NOLAN: YeS e° 
MAJOR LIPSETT: I was, not outting Ttcerom that 


point of view but in fect at the time thet this Commission 
started it was 15 cents. 

MR. NOLAN: And only one pipe line. 

MAJOR LIPSETT: And for different reasons, 
public reasons, it was made a public utility and it was 
brought down to 5% cents, not by reason of competition, and 
is it fair to then superimpose the competitive system on 
that? Tt existed solely as e competitive system at Coutts 
in the example you gavee 

MR. COTTL=: Well, the railweys are not 
competitive systems either but rates are established for 

the railwsys and yet the railwey rete from Calgary to Regina 


is one of the determining fectors in arriving at this price, 


ae ; : 
just the same as the pipe line is. Now they are both 
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public utilities you might say at the moment, both the 

railways and the rate resulting from it and the pipe Line 
‘ 

and the rate resulting from it, they ate not in diffetent 


categories at all, and making the pipe line a public 


utility, it seems to me, in no way affects the competitive OT ee 


system which applies. to the rest.of the industry as we find 
it today. 
THY CHAT RMAN : Well, Mr. Frawley, before you 


start again I think we will take a few minutes. 
( An adjournment of 5 minutes was here taken. 


MR, FRAWLEY: Dealing with the question of 
field contracts, Mr. Chairman, I want to begin by quoting 
Mr. Nolan and Mr. Harvie when they made their statements 
last May. 
On the 9th of May Mr. Nolan made 

this statement, Volume 56 --- 

qT? CHAT RMAN: Now Mir. Frawley, so that we will 
have no misunderstanding as we go @long, your advocacy is 
for $1.28 as the field price to be recommended, which means 
8 cents more to the producer of 43 gravity crude, is that 
right? 
MR. FRAWLEY: No, it means that I have, that 
i em eeccepting ---- 
TH CHAIRMAN: Now subject to anything else you 
may say as to whether that may be deflected, by accepting 
the vie thet from the competitive standpoint it should go 
to the producer rather than to the consumer ---~ 


MR, FRAWLEY: Precisely, that is as I em 


anxious to make plain, that I accept the principle thet the 
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Savings in the pipe line and the loading. charges should be 


reflected in the price of crude rather than in the tank 


6 
wagon price of gasoline, 


TH CHAT RMAN: Yes. 

MR. FRAWLEY: YesSe 

TH CHAIRMAN: And you abandon any thought of 
61.30? 

MR. FRAWLIYs Yes, 1 7co. 

THE CHALRMAN: 4t the time you said you would 


like to come beck to it but you say you think on reflection 
&1.28 should be the price? 

MR. FRAWLEY: thet is so, that is so. 

TH CHAT RMAN: Now you have made some observations 
and I do want to understand you as you go along, you made 

some observations with regard to the seemingly absurd 

situation resulting from competition having full swing? 

MR. FRAWLEY: YoSe 

THE CHATRMAN: Have you anything to suggest as 

an alternative? 

MR. FRAWLEY: Not with respect to the price of 
Srude. I just gave you that to just indicate that I did not, 
I did not, - well I just have to accept, I just “have to 
accept the situetion with regard to the meking, the way in 
which the field price of crude is made and has been made and 
no elternstive hes been suggested to us as to any other way 

it should be made unless it be the cost of crude production 
plus, which I say is left wholly unsatisfactory and in quite 
an impossible position, so I have to accept it, but I em 


going to sey so many, things about competition later that I 


do not want to be teken as subscribing or as having become 


x 
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a discipie of that school tompletely, for its unbridled 
application ali through this petroleum industry. 
Ter CHAIRMAN You say so far as the price 


ot crude i8 concerned that is it? 


MR. FRAWLEY: YeSe 
THS| CHAT RMAN: Then one more thing before you 


go to your next subject. we have been discussing here the 
effects of the pipe Line and so on, we have had evidence 

from Mir. LeSsueur thet the time is ripe now, - as to whether 

or not his Company will ever do anything about it is something 
for them to decide at some other time, - but we have heard 

Mr. Campbeli ebout pipe iines, - I mean do you come back to 
it Later or do you say anything about pipe line tu us at all? 
MRe FRAWLEY: No, L do note 

THE CHAL RMAN : We have heard much about pipe lines. 
People in this country must be somewhat agog about it or there 
would not be so much in the newspapers about it. Have ‘vou 
anything to say about it on the evidence before us? 

MR. FRAWLEY: No, 1 think, Mr. Ghairman, 

without wanting to dim anybody*s enthusiams for the pipe line, 
doesn’t it simoly amount to this, Mr. Campbell's pipe line is 
one thing, Mr. LeSueur's is another; Mr. Campbell's is one 


from here to the head of the Great Lakes with a view of getting 


into the Ontario merket. 
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MR. FRALEY; Thet is something that 
Mr. Campbell, if he did not Say it in so many words, he 
doubtless said by implication. You have to await the 
finding of another oilfield. » nb GO et sas 
necessarily at all. It only has to ewait a eert.in pro- 
duction. However I do not suppose thet matters. ‘Thsre 
is no magic in us having two or three fields, if we have 
enough out of one field,that is the pipe line. I think 
he told us frankly we had to get 60,000 barrels per day. 
hee inclined to think thet we just simply sey "well now, 
until tnat stage has been reached there is nothing of any 
moment to report, as having any important bearing on trans- 
pemeation costs." Then, of course, we are getting Dr. 
Caimsell‘s report and that may come into tne Comuission and 
they may have the benefit of that report before its report 
is offered. I will not have it in time to comment on it. 

That is Mr. Campbell's 
project. 


THE CHAIRMAN: Before you leavs a consid- 
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eration of it haven't you got to think about this hiatus 


MR. FRAWLEY: In between? 
THE CHAIRMAL: Yes? ‘.6 had Dr-.Brown 


upon that subject, quite unsatisfactorily it struck me at 
the time, and perhaps you will make it clear as to whether 
you are going to have over-production to reach the maxinun 
at which the pipe line would be justified. ‘shether the 
engincers' estimates will ever serve to lead to thst result? 
I spent some + ime with Dr. Brown on that merry-go-round 

"Tf you have not get enough production, then the pipe line 
is not justified". In order to get enough production you 
have got to drill and produce more than you ean possibly 


be sure of selling, having regard to the g?lowables. 
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Thet must follow. There is seemingly a vicious hiatus 

in thore. We have had so much about pipe line, I @ not 
know but what we might find it our bounden duty to say 
Something about it. If so, we would like your views. 

MR. PRA ILHY: I have not any real sub- 
mission to make upon it. I would like to place before you 
three or four statements I have labelled "The In-between 
Period," and I will place them before you for what they are 
worth. As far as any submission is concerned, I think we 
Will all have to wait. We seem to agree we cannot go to 


eet 60,000 barrels per day. 


m2 


the head of the sakes until we 
Let us not Worry about whether we get any more structures 
Dronow Let us think that. Turner Valley will produce it. 

if Turner Valley will produce it, as well as look after our 
“estern Canadian daily requirements, then Turner Valley 

has it. It does not need to be any other particular field, 
Jumping Pound or Steveville or any other place. 

THE CHAIRMAN: You say 60,000 barrels a 
day over and above wnat? 

MRe FRAWLEY: Not 60,000, but 60,000 
over and above the 20,000 for Calgary's requirements. ‘yell, 
Calgary is 10,000. ‘shen we speak of 20,000, that is the 
whole ‘estern Canadian market. The pipe line would service 
Moose Jaw, Regine and Brandon and other small refineries 
probably. So that the figure we have to shoot at first, I 
taks it, is about 50,000 barrels per day, or even 40,000. 

I think so. 40,000 barrels per Cay over and above the 
-estern Manadian requirements. ZI think that has been the 
generally ecceptec figure. 


THE CHAIRMAN: That is 60,000. 


“3. NOIAN: The witness seid 
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29,000 at Port Arthur. 

MR. FRALEY: | That would be 00,000. 

That is 40,000 over our Wostern Canadian requirements, 

speaking in fairly round figures. iie have to have that 
production before we can‘have a pipo line to the head of the 
lakes. Now, until we get that then we have not anything else 

to think about. We have gall sorts of corolllaries and complcments 
with that, when that day comes. . Lower pipe line rates, highar 
prices for crude, if my little sketch is in any way sound. 
Higher prices of gasoline. Or if I am quite wrong and Mr, 
Plotkins is right, we will have lower prices for crude and so 

on. But I am inelined to think, and I sey so very deferentially, 
that the Commission is going to have such a whole lot of things 
that are ¢loseer tn the actuality than the day when we are 
producing 60,000 barrels... I cannot relate it particularly 

to anything else that you have to make a recomnendation upon. 
That is my Gittioulty< . That.is Mr« Jempbell"s pipe line. 

I think it was guite right to put him on the stend to say 

what he had to say about it. 

THE. CHATRMAT: Transportation has a 

bearing upon the costs in other branches of the industry? 

MR. *FRA'YLBY : But that is transportation 
Some time hence. It is not going to help us very much today 

in the price of crude or the price of refined products. 

THE CHAIRMAN: Vhother it touches overy 
branch of the industry or not, it touches some branch. ‘le 
know the costsof transportation by pipe line from Turner 
Valley have had an offect, a probable effect on the price 
of crude. Mov here is something that is bothering me. 
Supposing Turner Valley was capable of producing that 60,000 


barrels @ day. Could produce it and had sufficient reserves 
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which would indicate continued production of 60,000 
barrels a day over a period of time that would amortize 
the investment. You have to have that in mind too. 

MR. FRAWLEY: Yes, you have to have 
Svisot that. 

THE CHAIRMAN: Yes, all of that. Now 
how do you work up to that. fs it practical? How do you 


mork up to it? 


Wh. FRAWLEY: To get the 60,000? 
THE CHAIRMAN: Yes, and in the meantime 


the wells in existence, making allowance for depletion from 
ugu, could parhaps produce more than they are allowed to 
soll. 

Mie fins) «Lay They can produce now more 
than they are tapes: to sell. I think that is generally 
accepted. 

THR CHAIRMAN: If they are not alowed 
to sell it what happens to it? How are you going to get up 
to the 60,0007 You are producing 20,000. Now you havo 
40,000 more to find. It is suggestud that the engineers! 


estimates arse not good enough. You have to see the pro- 


duction. 

MR. PRA VLBY: You have to drill and 
cap. 

THE CHAIRMAN: You heve to have a hole 


there. Supposing on the evidence we have heard, supposing 


we were producing 60,000 barrels tomorrow morning. 


MR. FRA LEY: Yeg? 
THE CHAIRMAN: ell, what would we do 


with it? 
WR. FRAWLEY: And we do not have a pipe 
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line to the head of the Lakes. 

THE CHAIRMAN: Yes? We are told you 
cannot hope for a pipe line until you first have got the 

oil in your hand so to speak? 

MR. FRALEY: Of course, Mr. Campbell 
takes exception to that, to the extreme application of the 
rule, He seys if it is reasonably in sight that investurs 
Will put the money ine But you have to have 60,000 barrels 
capable of being brought up above ground in one day. Probably some 
thing that is running in your mind is whet is running in my 
Mind, and that is what heppens in between to the small well 
producers. 

THE CHAIRMAN: Yos. I spent same time 
With Dr. Brown on that and I did not get very far. I want 
What you have to say about it, because either this is a grand 
schome or it is a futility. 

MR. PRA VLEY: I know. My feeling about 
that + and I say it with great respcet - is that it does not 
seem to be directed to anything particular that we have to 
worry about. It seems to me it is off by iteeslf. I can 
talk about it. I do not know whether these are ths things 
you have been thinking about.~ I wrote down here five 

things that I have called "This TIn-between Pericd"s But it 
does not seem to point to anything and that is why I cannot 
imagine any place where I could work it into any complete 
submission of the kind I am making. Anyway, production 
continues to increase. That goss One Production continues 
to inerease. The rateable withdrawal per well goes down. 
That seems to be also sound, because of pro-rationse Revenue 


per well goes dowms Then there comes reduced transportation 


costs by pipe line and then sales of crude increase by 
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reason of the capture of more extended mrkets through the 
effect of the lower trensportztion costs, and/or lower 
field prices as warranted by the increased volume. I 
think those are statements of facts, of prospective facts 
that will come about as time goes on. My difficulty is, 
and perhaps it is just what you are wondering about, Mr. 
Chairman, is what will happen the small proaucer who is 
limitud by 40 acres. The 40 acre wells. ‘Je have heard it 
said, and it is not the kind of thing you like to have said 
and have broadcast all over tne country, that there is not 
any place for the 40 acre company in Turner Valley. There 
just is not any place for him, because he will be pinched 
out before the large quantity of production is arrived at 
Which will warrant the construction of a pipe line. But 
who knows? Who am tI to say he will be pinehed out? It 

all depends on a variety of things. It depends on the 
orders of the Cohservation Board. They might let him go 
down to a certain point and say "Here this man is going out 
of existences. ‘Je are not going to permit him to go down to 
that point. ‘We will establish = certain minimum", and 
perhaps using di scrimination ina very broau sense, they 
will deal a littico differently with the large producer. 
They will desl se little more unfairly, may I say, with 

the large producer so as to maintain the small producer. 
All these things can be done. I think the Conservation 
Board at this stage will have quite a responsible duty 

to perform, which I trust they will be able to discharge 

in fairness to the small producer without being unduly 
unfair to the large producer. If you want to theorize about 
it it would seem the small companies are going to be 


pinched out in the process of waiting for the large production, 
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becauso I agree that as new wells come in the rateable 
withdrawal goes down per well, and the revenue per well 
must go down; all with the hope that tbe grand day will 
come when the oil can be going through that pipe line, 

when the large production is reached and they will have so 
much produetion that they will be able to take a somowhat 
lower price. But not a price so low as to be of itself 

the motive power to movo the en ds But that with the 
redueed transportation rates, the general situation 

of the producer will deumreny much eee That must be 
why oil is being sought in Alberta. Surely that must be 
the fundamental and sa th considerations The time will 
come when we will get these larger markets, but only when 
we have a sufficiently large amount of erude to warrant 

an investment in the ideal method of transportation, the 
pipe line. Now I suggest those statements I am making must 
be Sos Thoy must be sounds If persons want to speculate 
about them they can very easily get themselves into qa state 
of mind that would suggest that there seems to be a general 
theory about bringing to the surface of the ground hundreds 


of thousands of barrels of oil. Of course, that won't be 


' donee 
TO CHAIRMAN: — Just drill: holss? 
WR. FRALEY: Drill the holes and 


keep the production in reserves It seems to be a good 
answor. lobody suggests that the oil should come to the 
surface. I am right about that I think. But you must 
determine the reserves and there is so much speculation 
about drilling in a limestone field that you must do 
Something more than have your engineer's opinion and 


mark down "That is my oil," you have to spend 165,000.00 
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to go down there and rrove out what your potential is, 

and what your recovery is. But what you can tell the 
Lieutenant-Gevernor-in-Council, what you can recommend/ 
about it at the moment, I do not know. I would like very 
much to take a helpful submiSsion tO you about what you aan 
or should do about this question of the pipe line transpar- 
tation. But I did think, perhaps wrongly, that it was a 
Sids-matter or a collateral matter that might be reported 

Oh just for itself. At the moment it did not appear to 
bear very closely on the continuous story thet we have to 
tell from the well to the pump. That is how it strikes me, 
Mir. Chairman. 

THE CHAIRMAN: Acsuming that is all you 
have to say about that, what about the pipe line in general? 
I wonder if His Honour and his advisers are not interested 
AS) any attempt to be made to get pipe lines either te 

the Lakes or to Regina? 

MR. PRAVLEY: His Hnnour and his advisers 
ase certainly interested in wider markots for Turner Valley 
crude, consistent with the proper welfare of the producer. 
Like we ourselves. The Lieutenant-Governor- himself is 
interested in one barrel out of every ten that comes to 

the surface out of his lease. He is interested in anything 
striving always to better tho industry; to get further 

and better markets consistent with not requiring the 
producer to take a prices which is absurdly low. 

THR CHAIRIUAN: All right. The evidence 
would impel the conelusion, 425 I understand you, that we 
ee an economic fringe under existing conaitions? 

MR. FRALEY: YeSe | 

THE CHAIRMAN: All right. Under existing 
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conditions it would be folly to try and go Lurther, tit 

Dr. Brown's view is to be accepted? 

MR. FRAWLEY: At the sole expense of 
the producer, that is right. 

THE CHAIRMAN: Yes. It is plain 
foolishness. Now since the ery is for wider markets I am 
asking an exploration of the evidence that will permit of 
going further, if it is economically sound so to do, by any 


other means. 


MR. FRAWLEY? Yes. 
THE CHAIRMAN: | You have suid what you 


have to say about the Great Lakes» I am saying next "vell 
then, what about Regina?" Supposing it were demonstrated 
that this pipe line tc Regina costs so much, and it effects 
a cortain result. Should we not say "iwWell, while thet is 
your Situation today, and there is your economic fringe today, 
the doing of this creates a wholly different position," and 
then should we not so report? The doing of this or thet or 
anything else? 

MR. FRAWLEY: Yes, It seemns.<s.45 

THE CHAIRMAN: It surely has a bearing 

On each and overy problem put before uS. Whether or not 

the evidence is sufficiently satisfactory to do anything 
about it is another matter. | 

MR. FRAWLEY: Gx course, if you aetcepted 
this statement of mine as to what would happen if the pipe 
line were built, and it were carried for half the present 
cost - well frankly I am interested in the welfare of the 
producer but I do not like to contemplate an increase in 

the tank vwagoon price, because a pipe line is built to 


Regina. If I am forced into that.....-~ 
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THE CHAIRMAN: You say that a lowering 


in the cost of transportation today will, in your view, 
disadvantage the consumer? 

MR. FRAWLEY: Yes. That is certainly 
So. The t would seem to be the effect of a rigorous 
application of this competitive law. It would certainly 
meke the eonsumer in Salgary pay more for his gasoline. 

He would be astounded. He would never understand it, that 
is alls Mre Producer might say "Never you mind, Mr.Concumer, 
I have been benefitted." And there you are. The whole 
economy would not be advantaged. 

Tig CHAIRMAN: I understand you to say 
from the standpoint of the consumer at any rate? 

MRe PRA LEY: Yes, at least. 

THE CHAIRMAN: He is disadvantaged to 
have a »nipe line to Regina? 

MR. FRALEY: : Yes. Wow I hear what 
you say and the very sound of it seems to be, it seems to 
be-wrong. It must be wrong. But it is just right, I think, 
MR. COMfISSIONMER LIPSETT: ie “ht pet Pies? ior its 
that conelusive, unlcss you are abandoning now, for the 
sake of this  .1.28 price which you are recommending, 

your original suggestion of a marketing authority of some 
sort that could act as a pool and keep two separate prices. 


I take it you are not abandoning that‘ 


MR. FRAWLEY: No, I am not abandoning 
that. 
MR. SOMMISSIONBR LIPSETT: Might not that be the 


Pt thks ae e 


MR. FRAWLEY: There is little for you 


to hang your hat on with regard to a marketing board. But 
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you certeinly cen ~- well it is obvious if you think well 

of the marketing plan you can recommend it regardless of 
What a mere witness has said, and there is machinery 

that can be put to use for it. 

MR. COMMISSIONS: LIFSETT: You are rather putting 
it up to us, as I see it, that we should reeomiend a parti- 
sular competitive systen, the natural effect of which would 
be to inerease the price of gasoline in this Province to 
the Alberts consumer. 

MR. FRALEY: Yes, because even what 
Iam doing - let us be consistent about it - even in 
recommending that the 8 cents be passed on to the producer. 
It is just fortunate for the consumer it is only 8 cents 
because if the Cenmission hed@+said to the Royalite Oil 
Company last Spring "This 20 sents, 15 and 5, is just ecom- 


, 


plete nonsenso and it has to be cut down to 5 cents," let 
us say for the whole operation, carriage and loading. 

Mk. NOLAN: Do not even say it. 

MRe FRAWLEY: Then where would we be? 
Then we “ould have 15 cents passed on to the producer and 
probably we vould already have had a reflection of that in 
the tank waggzgon. Poor consumerse 


MR. COMMISSIONGS LIPSETT: It seems to me in regard 
to the 2g inerease in Calgery, while it may not at the 
moment add that on to the consumer, and I interpret Mr. 
LeSueur's evidence that it will not, is there any reason 

for assuming that it won't prevent a corresponding reduction 
at sone future time; that if they cut their expenses 

down by 2c a barrel that they will say "Oh well, we gave 


that already. ‘Je won't pass it on now,™ and in fact the 


consumer will be the one who wili suffer. 
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MP. FRALEY: : It won't be overlooked, 
tl imagine. The consumer will be told or the people 

acting for the consumer, seeking answers for the econsxmer, 
will be told that "You must remember we absorbed the 2% 
gents." 

THE CHAIRMAN: And that might be a good 
answer. The refinery must function. 

a. FRA ILBYE Yess, it 18. just 4s 

Sure. as tomorrov is coming that he is going to be 284 

out in his laid-down cost if the crude price goes to 28 
cents. 

Mise SCOMMEISSIChaR LIPSaTTs Then assuming he should 
be fairly dealt with on his rate of return, it does in fact 
follow that this 2&8 cents is now csoing to come out of the 
pocket of the consumer? 

ites Fis :LReY: Sooner ox later yes, beeause 
the next time Mr. Nolan brings his client befcre a Royal 
Commission investigating their costs, that 24 eents will 

be verv prominent. 

THE CHAIR MAW: You are not suggesting 


he is going to come soon are yout 


MR. YRA. LEY: No. I cannot eonceive 


of strong enough language to answer that question. 


Mie NOLAN: I Gane 
LRe FRALEY: It is well to explore 


Sil these things. 

THE CHSIRMAN: 11 I think we will 
think about it a little overnight perhaps. JI have this 
feeling that if anythin. has been before the publie 

mind in connection with the oil it has been this business 


of oxtended warkets and more pipe lines. Tc the extent that 
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10.50 As Me Session ye 
19th pécember, 1999, a 
MR. FRAWLEY: Mr, Chairman and Mr. Commissioner, 


when we rose last night we had entered upon a discussion of 

the consequences which would be attendant upon the construction 
of a pipe line to Regina, using as our guide the consequences 
Which have attended or wnich are expected to attend the 
Pacuecvion in the pipe Line rate from Turner Valley to. Caleary. 
Tt is agreed by everyone that the 
S cent saving should go in the direction of the producer, 

that it is just automatic, that is the way it has been put 

to us in this Commission, so I ventured to suggest yesterday 
Theat it, if a pipe line were built to Regina or for that 
matter if the Canadian Pacific Reilway and the Canadian 
National Railway were kind enough to cut the pvresent freight 
rate to Winnipeg, that that 25 cent saving would eutomatically, 
mrmeteo. (20 tO the field ories of crude, 

Now that seemed to be a strange 
sort of consequence and we were all endsavering to find the 
answer yesterday. % took the trouble lost night to read 
what Mr. LeSueur said to the Commissicn when ne told us of 
the feasibility of building a pipe line to Regina and as a 
result of reading what Mr. LeSueur says I am just more 
confused than ever because Mr. LeSueur does not intend to 
pees on the saving, all to the producer at ali; notwith- 


standing what we have been told about what the full, free play of 


the competitive forces do, those competitive forces just 
put it on the price of crude because 4s I understood yesterday 
and it is all very logicel ani simple, the price at Regina 


4 : fs “ oa E 4 % 7 ~ np Ts + 
is $1.98 because-the value of crude from Turner Valley is 
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$1.92 at Regine, because at that price it displades Montana 

crude, It is in dynaétiic equilibrium there with Montana crude, 

So says Dr. Frey and Dr. Brown , everybody who knows about these 

things, so they say just simply make a deduction, simply 

deduct from that 431.92 the obstacles, as Mr. Cottle calls them , 

the obstacles, a very good expression, between Regina and 

Turner Valley and the obstacles between Regina and Turner 

Valley are the freight rates and the pipe line rate. So 

you deduct them and you arrive automatically at your field 

price, so if the deductions are less, the field price is more, 
Now but Mr. LeSueur when he talked 

to this Commission about building the pipe line or the possib- 

iiaty4Of building @ pipe line on the 23rd of October you will 

aed. ib a 

THE CHATRMAN : that is his reasoning with 

respect to the reduction in the existing pipe line. 

MR. NOLAN: No, no. 

MR. FRAWLEY: NOenOnw Dads) LE MLO KO, ne 

has told us about that, that goes to the producer, the 8 cent 

Saving goes to the producer and he has passeu from that, he 

may not even have got to it, --- 

THE CHATRMAN: You say he adopts the view that 

to keep this dynamic equilibrium and to not interfere with 

the true workings of the competitive system that if there 

is a saving in pipe line transportation between Turner 

Valley one Calgary of 8 cents Tah Wiel POs eae VET tb. rae 7 

be, - it should go to the producer? 

MR. FRAWLEY: Yes, no question about that at 

all, that is quite what Mr. LesSueur says and we start with 


that; thet is whet Mr. LeSueur seys about that particular 


saving. 
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THE CHAIRMAN: Yes, and in that respect he is 


in accord with the others of whom you have spoken? 


' 


MR. FRAWLEY: Quite. 
THE CHAT RMAN: Dr. Brown and Dr. Frey. 
MR. FRAWLEY: Yes, and now what does he say when 


he begins to discuss the savings which he thinks will be attenda- 
ant upon the construction of a pipe line, - and let me first 
eey;, hs says, “that is the next step", I will read, I think 

it will be well with a view to endeavoring to understand 

nis very difficult thing, I will read what he does say, it 
begins in Yolume 129, the transcript of the 24rd of October 

at Page 14,546 and at the bottom of Page 14,545 Mr. Commissioner 
Lipsett was discussing with him the possibility of more than 
One price and the setting up of a pool so that the posted 

price, the whole price need not go dewn to the ecge, the margin 
at Winnipeg. You understand what I mean there and this is 

his answer after Mr. Commissioner Lipsett puts it to him, 

what his thought was about that, he said: 


“A Mr. Commissioner, I feel that the only sound way is 


" to follow the present principles in vogue and that 
m following sound practice, possibly the next reel 

i; step in helping Turner Valley is the pipeline to 

" Regina; that would be practically the next step 


" if it were decided upon and would mt be running 


against your sound principles on a competitive basis; 
x it would be more or less in accord with sound 
“ principles ,! 
and note 
: because it would possibly reduce your costs from 


2 here to Regina’? 


, 7 
i 
an 
rn ia 
1p oe at 
¥ \V a 
4 a 
rere ve aha 
4 7 ¥ at ( 
' aay F F oy ae, A 
ame oe ee Lae oP ott ‘ if Lie rats 
Re Vda a ek cae ont ean aes we £5 ‘) 
t why, ms bs a - h + i "? Mn A we = 1M ve ; 
£3 eee ose ae ’ 2 tey pi oT : 
6 rc ate a fat a a yk + het ae wer nae nik iow 
mS a Mar) 7 ra tet ve 
ri: heey an 
uf we 
phe tte 
Ei mes Be ey 
Fin mE ee 
r yi Bie 
Fe { ‘age At, 5 Os itm 
rain ah Colic Me ny wh 
r a y 
CS. 0t Bers gins 
; Pe em 
y A MS: Ken 
eye ee Ml rd tr ' ¢ at , are, | an ot Fe a f Le eo 
wet eye} ee a ae a Bnd eg Se . ‘he oy “2 f a a 
Vat ay birt 4 ; Poa es ray ‘ 
Ne east Gt a ee | 
, erg One { i meet , 
Ge oO Ste as Belton ate yam Sh eye 
aaa aise oh alt + re Sahay hg Ds Ota 
Te At: We ae oe l 
1 cep ' ot ital t ol a 4 Lo Bh mi t ie ; ‘he tt 
i f \ a fl x ae 
, rf. Wy ana ae er h yy ee paler 
i foe it Nie Wt ke ey uae d are ip 5s : 
f a 4 : i “ eS ‘ 
} i ao ele oe ieee : 
1 SIS aE ae Has at) onan aoe 
; 1 in! o ) ; ; ; i 4 i ra , : . 
7 ee Tam nity eh Bae en aan 
: ; é 
J fi , 
, , Ve we td , 
5 is Phe eee hate bey bakes + 9 ; ee. OY ee 
A: Lee ns : 2 ve Cate Syt i 
Pe sich ' f 
' et a Lis 
rf Jar ce is ? 
ay ota $4 Se ve var Sap uate 
P aE 3 Cha lee eg” TY Saal ee .: 
j ; Bayt eee? ha hdd, HA aes py 
via a , was 7 Pf 
: ia a Beery uy 


wu 
me N ae Hae! 
ay 7) 


a 


ba oF ‘eae cia 


- 16,989 - 


go Ji Frawley, Ks Ss 


so far so good and then he says: 


tand naturally spread your merket outa 


iT) 


3 


Now thet pipe line would teke dn the British American 
Refinery, and the Smperial? 

You would have thet supply and you would perhaps, you 
have shown you have enough oil for that market today. 
For those two refineries? 

Yes, and that is sound, that is the next sound step 

Ee bnank. Now the railweys did meet us very materially. 
Up to 870 miles? 

Yes. You have to consider the railway situation and 
I do not think anybody wants to hurt the railway if 
they meet us in a reasonable way. 

And your idea then would be, the first step would be 
to contemplate the possibility of a pipeline to 
Regina? 

That to my mind is the first practical step. 

Now assuming that, that would of course spread the 


market somewhat probably because of the reduction 


in the pipeline charge? 


Quite. 

And presuming then Turner Valley would get the market? 
That would be the expectation. 

Now then with that help, perhaps you would go 4 little 
further and diseuse then the further possroilivy --- 

Tt doubt if it would serve any purpose to discuss 
further possibilities until we see what results would 
come from that step when you take it. Then you 

could discuss the further possibilities because you 


cannot tell at the moment where Illinois is going 
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to stabilize at and you cannot tell where that is 
" going to take you right at the moment. 


"Q No, but assuming that is 20 cents a barrel off, I do 


Mie not know what it would be, but take a figure of 
20 cents a barrel, that pwesumably would send it 
* further East by Bane es that reduction in the 
m transportation charge? 


WAL OUT Ve. 


"Q Then if you got 20 cents or 40 cents, whatever you 


ie likey off he price of the crude for thet market 

i mast of Portage la Prairie fringe, would that not 

" be satisfactory business from the point of view of 
L. the producer end a fair thing to ask the two 

" refineries to do, if it is feasible? 

RES SEP OrOG DG. PAnink your tirst ‘step iss 1ihyour 

bi pipeline to Regina were found feasible and could be 
" pet wureten on-av’sound basis, I think that .is the 

‘ first step ani when that is done and by the time 

% you have your market and so on, then it is time to 
u consider the next step because there are to my mind 
si very heavy difficulties in getting beyond certain 

% markets, 


"QO I take it the goal of your suggestion, the ultimate 
goal would be the Winnipeg marke t? 


ta I think the pipeline would give us the Winnipeg 


% market, that is off-hand. I do not want to state 
" it decidedly but speaking generally and in the 

¥ general perspective, I think it would probably give 
2 a the Winnipeg market, 


"Q -A pipeline to Regina’ 
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and so on. 
Now 1 think I need read no 

more of that. it goes on but it does not vary, Mr. LeSueur 
says agein on Page 14,549, he repeats: 

"I think the pipelin to Regina today is a feasible 

* proposition,", 
and so on. 

Now Mr. LeSusur is telling the 

Commission if and when the vipe line is built to Regina it 
is not going to go automatically back like the 8 cents to 
the producer. i put it to you, Mr. Ghairman, that Mr. LeSueur 
then is interfering immediately here, - now perhepswell, 
perhaps ill, - but is: not the point at the moment, he is 
interfering with what we have been told was something which 
happened automatically, the competitive forces established 
the value, You simply make deuuctions from that. Now 
what does Mr. LeSueur propose to do and can he do it, can 
he do it? He says, "Oh, Jl would just have more in my 
refinery, that is al11.", whatever the figure is, 20 cents 
a barrel, "is a refinery saving and then I will tcke that and 
push the products East to Winnipeg." Well now, can he do 
that at all? Can he commence to do it? There are other 
refineries in Regina, there is the Consumerts Co-operative 
Refinery in Regina and while Mr. LeSueur would be endeavoring 
to take his 20 cents a barrel and use that to push the refined 
products to Regina, I mean to Winnipeg, the Consumer's 
Co-operative and perhaps the British American Oil Company is 
they dic not see the same as Mr. LeSueur at all would be just 
stealing the Regina market from Mr. LeSueur because the 
Consumerts Co-operative would have the same 20 cents saving 


and they might say to themselves, “ Well we will seize this 
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splendid opportunity and thanks very much, Imperial Oil, we 
Will seize this, opportunity to take the Regina market while 

Mr. LeSueur is going to Winnipeg.", so I simply say that simply 
means that Mr. LeSueur cannot do what he suggested, I say 

he cannot do what he said he would do at all, 

MAJOR LIPSETT: is that sound, Mr. Frawley, if it 
was good business for the Imperial O11 Company to use the 
reduction to push their refined products further Rast, would 

it not be good business for the British American to extend 
their market and get the extra volume? 

MR. FRAWLEY: They might because they are 
interested in extending markets bot I take it a small local 
co-Operative, the Regina Plotkins. for instance, would not 

be interested in anything except what he is now serving and 
What he cen usefully serve. the local market. I suggest 
with respect Mr. LeSueur has just forgotten to teke tha 

into account. 

MAJOR LIPSEITT: Then if they got the increased 
business, apart from its insignificance, there wuldstill 

be a market for the foermer capacity of the other refineries 
down Hast. the Winnipeg market. 

MR. FRAWLEY: Lt do not suppose Mr. Lesueur 

could possibly, the Imperial O0i1, could possibly stand to lose 
his Regina market, What he proposed to do is to keep his 

tank wegon up, keep his Regina tank wagons up and push the 
products further, use it as something to pay freight. 

MAJOR LIPSETT: L understand that but does it not 
mean that he could use the 20 cents to go that much further 
if he reduced the Ssskatchewan price corresponding 


East, even 
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MR. FRAWLEY: No, he has a certain tank wagon 
now at Regina based on a certain laid down cost, say it is 

X cents and that means a certain territory which is called, 
"the normal Regina territory"; all that happens is that 
when his pipe line rate and his tranportation rate from Regina 
to Calgary goes down 20 cents, nothing else being disturbed, 


he uses that, he says he uses that to spread his market out. 


MAJOR LIPSETT: Yess. 
MR. FRAWLEY: the normal Regina stays the same 


but he uses it to push the refined products beyond the Pcrtage 


oo 


ha Prairie fringe, [I take it that is whet he means anyway. 
MAJOR LIPS Att: If that is what he means he has 

20 cents and all his Saskatchewan sales to add to the 20 cents 
reduction for the Winnipeg sales, that would give him 40 cents 
a barrel on the Winnipeg if that is right. 

MR. FRAWLEY: I am not sure that I follow you. 
Regina tank wagon, Mr. Commissioner, remains the seme, that 

is not disturbed. 

MAJOR LIPSETT: So he gets 20 cents a barrel. 

MR. FRAWLEY: In the Imperia’. that remains the 
same but he has an extra 20 cents a barrel profit which he says, ‘We 
will use to push the Portage La Prairie fringe further Bast. 
MAJCR LIPSETT: Then in addition to that he has 


the 20 cents on whatever goes into Winnipeg as compared with 


his present case, 


' MR. FRAWLEY: Well, I do not follow that. 
MAJOR LIPS&ETT: He would get the Winnipeg market. 
MR. FRAWLEY: Yeso 


MAJOR LIPS&TT: And he might get that from the 


20 cents reduction in the cost of his crude. 


MR. FRAWLEY: Well, yes. 
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MAJOR LIPSETT:! Sut in addition to that he has 

20 cents extra profit on the Saskatchewan Sales to add to 

that to go down east, if he keeps the SaskatdHewan price at 
its present level, as you suggest. 

MR. FRAWLEY: No, but he would not, his 
Saskatchewan business, he would be arbitrarily leaving the 
Saskatchewan tank wagons as they are. He would leave them 

as they are and simply use this as ammunition to push the 
export, you might say, of his refined products Hast of the 
Portage La Prairie fringe and that is all. 

MAJOR LIPSEIT: Yes, but even if he gave that 20 cents 
reduction to Saskatchewsn, he still has 20 cents, he is still 
20 cents better off than what goes into Winnipeg. 

MR. COTTLE: Yes, but it takes 47 cents to go 
that 56 miles into Winnipeg so he would still have 27 cents 

to make up some way. 

MAJOR LIPSETT: He would have 20 plus 20 towerds 
going into Winnipeg. 

MR. FRAWLEY: But the serious thing would be that 
his competitors in Regina who did not have the same eagerness 
to capture the Winnipeg market, who did not have the same 
concern about that, they would have the same 20 cents of 
additional profit and they could cut the tank wagon price 

and so I suggest Mr. LeSueur cannot do, he just cannot do 

or rather, Mr. Halverson cannot do what Mr. LeSueur suggests 
he would do. 

MR. COTTLE: We have a precedent for it, 

Mr. Chairman, when the Turner Valley price was first posted, 
it was posted on the basis of, as you will remember, of three 


different prices and in order for thet to function and to take 


the Winnipeg market, it was necessary for the tank wagon prices 
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somewhere along the line to be higher than they properly 
should have been so as to do this very thing, pay freight 
to get to Winnipeg; it was found while this Commission 
was sitting that that was an unsound method, that it cost 
Bie cone avila too much and they then delimited the market 
for Turner Valiey crude in the neighborhood of Portage la 
Prairie; prior to that they were arbitrarily pushing the 
Turner Valley line down to near Rainy River. 

MR. FRAWLEY: I take it as Mr, Cottle suggests, 
Mr. Commissioner Lipsett, he would be back to the same 
principle if he endeavored to push that Portage ia Prairie 
eringe further Bast. 

I overlooked to point this out 
and I pause only to suggest that I think that we would have 
to reject this suggsstion of Mr. LeSueur's as to what he 
would de or what he now thinks he would do with the pipe line 
saving and I say again, as I said yesterday, that he wouid 
not do that at ali; he would simply increase the field price 
of crude in Turner Valley by the 20 cents or the 10 cents 
or the 15 that he saved by virtue of the lower pipe line rate 
and for purposes of illustration, I have not to worry about 
his pipe line at sll. 1 simply say that the application which 
in presently pending before the railway board, if that was 
successful, was successful, and it was reduced 10 cents or 
15 cents or 20 cents, anything you like, and I say, and I 
only say it because the witnesses have said it in subscribing 
to this play of the economic forces, that the field price of 
Turner Valley crude would have %o go up and if the field 
price went up 25 cents and of course J think &5 cents now is 


too much, I only gave thet yesterday as a merest Tigure, we 
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would oii Bs atid I will get that for the Commission, that 

is the jid anole of the Board of Hbiawey Commissioners when 

they approved of the reduction of the freight rates to 19 cents 
a owt or 19% cents, whatever it is, it works out at 63 cents 

a barrel, we have that because there is a very interesting 
paragraph in the judgment which says that the Canadian National 
Rai lway had submitted figures to indicate that the pipe line 
rate would be about 15 cents a cwt., what would that be a 


berrel, Mr. cottie? 


Nn. “COTTLE: 42 cents. 
MR- FRAWLEY: 42 cents, so 10 cents is more like 


the figure we should be talking about; that is something 
there is some evidence about and so if the price came down 

10 cents, the transportation costs came down 10 cents, the 
field price in Turner Valley would go up ten cents and the 
effect that that would have would seem to me to be inevitable, 
I think when the Imperial Oil ceme to pay 10 cents more for 
their crude they could not be expected to absorb that; the 
tank wagons would have to go up but now that brings us back 
with the help, if it was any help, of what Mr, LeSueur had 

tO say about that ----- 

THE CHAIRMAN: You say that the saving of trans- 
portation should mean, on the reasoning of the witnesses who 
have directed their minds to it, an increase in the price of 
crude and an increase in the price cf crude means an increase 
in the cost of yetroleum products, including gasoline, to the 
consumeére 


MR. FRAWLEY: Which is made from that higher 


priced crude, yes, that is what it means. Now I. think a 


distinction must be drawn right here between a pipe line of 
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that charactér to Regiria ahd a pipe line of the larger kind 
which Mr. Campbell told us about, which seeks to carry crude 
oil in large quantities from here to the head of the Great 
Lakes with a view of capturing the Ontario market, and that, 
of course, is a different thing altogether, Then you have 

a different ob jective. Then you are shootihe at the wntario 
and the Quebec gasoline markets and very different economic 
forees would come into play. 

THE CHAIRMAN: Now to boii this down. a pipe line 
to Regine then, in your submission, @ pipe line to Regina 
effecting a saving in transportation costs will meen more money 


to the producer but a higher price to the consumer, 


MR. FRAWLEY: That I say is --- 

THE CHAIRMAN: Ail local consumers. 

MR. FRAWLEY: All local consumers. 

MRe COTTLE: in the province. 

THE CHAIRMAN: AIL local consumers in the Province 


of Alberta. 

MR. FRAWLEY: Yes, people buying ex GSalgary 
refinery. Wow when I say that I want to make it very clear thet 
I am not, it is not part of my function before this Vommission 
to cry down the development of pipe lines that are good and 


sensible. I brought this to the attention of the Commission 


Ce 


because I wanted the Commission to realize the effects. i 


4 I want the 


say it ts a rather reducto ad absurdum bu 
to realize what is the effect of what happens when you automavic- 
ally superimpose upon the crude oil price~making mechanism, 

the laws of competition. They .must have very free play and 
there is just another question about i% and if Dr, 


Dr. Frey were in this rooms now I am quits confident thau they 
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would say that that is what would exactly happen, there is 
nothing to be concerned about it, the consumer pays more, 

the price to the consumer goes up, and the price to the 
producer goes up and it naturally follows from that, that that 
is no concern of this Commission, 

THE CHAIRMAN: Lt is not what they would say if 
they were here now but that is what you say the effect is of 
what they have Set ds 

MR. FRAWLEY: Yes, if we just put this to them 
concretely. We do not find them saying one thing one day 

and another thing enother day. 

MASOR LIPSEIT: fnd it follows also that there could 
be no increased production from Turner Valley by 2 pipe line 
to Regina at al. 

MRe FRAWLGY: Well --- 

MAJOR LIPSETT: There is no benefit in the Regina 
acditions over what they are today. 

MR. FRAWLEY: Well’ of Coursey if Mes Lesucw s 
was going, if he could move this crude further, move the 
refined products further East, then the Portage la Prairie 
fringe he would take some more crude to @ it; there would 

be additional rums of crude in the Regina refinery, which 

would mean inereased production in Turner Valley. 

MR. COTTLE: In Turner Valley? 

iJOR LIPSE*T: Yes, but on the proposition you 

are giving us he could not do it; his crude would cost 
him exactly the same in Regina as it is costing him today 
and he could not go any further. 

THE CHAIRMAN: NO. 


MR. FRAWLEY: His crude would cost him the same. 
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MAJOR LIPSETT: Yes, if the freight went downs 
MR. FRAWLEY: Yes, but Mr. LeSueur does not 


visualize in this evidence increasing the price of crude and 
f think that is a fair statement, he cannot possibly have it 


both ways, 


THE CHAIRMAN: I went to be very sure I am 
fol lowing: you. You say in effect that Mr. LeSueur's evidence 


is quite inconsistent, the one part with the other. 

MR. FRAWLEY: That is right, I say that first, 

On, i sey that first. 

THE CH ATRMAN: Yes, you say when he speaks of 

passing on the 8 cents to the producer because that is the 

only logical way today to keep this dynamic equilibrium, that 
Ey, 


me is in sonsonance, his views are in consonance with the 


Views of Dr. Frey and Dr. Brown. 


MR. FRAWLEY: Right. 
THE CrAT RAN : fnd when he comes to dealwith the 
effect of the saving in the pipe line from Calgary to Regina 


he says something quite opposits, quite inconsistent and quite 
illogical if his first statement with regard to the Turner 


Valley line was logical. 


MR. FRAWLEY: He just abandons Dr. Brown ani 


Dr. Frey entirely and goes in the other direction. 


MAJOR LIPSETT: Mr, Frawley, following up that, 


must he not contemplate more than a 10 cent reduction which 
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47 cents. 
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MAYOR LIPSETT: He must contemplate substantially 


more than It cents. 
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MR. CUTTLE: He does refer to the marginal 
crude, that is th® mireinal cost in getting it to Regina, 

I mean in getting it to the Winnipeg area, the refinery in 
Regina can figure on an additional throughput, more than 

the average throughput and work on it thet way. I think 
Thetis quite,.an unsound way for Mr. LeSueur. to Look at.it. 
The Consumer's Co-operative could look at it that way but 
Mr. LeSueur would be displacing the marginal throughput at 
Sarnia so it is one marginal throughput against another 
marginal throughput so on the face of it I think it is quite 
out of the question that 10 cents or even 20 cents would put 
the crude into the Winnipeg market; now something could be 
Cone to recapture that market but the neat point is that 
the producer is fundamentally better off by taking the 


higher price and doing without the Winnipeg market. 
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Mine PRAW LEY: Now: IT think that isvall 2 

can usefully say about the manner in which the field price 
is made up. 

THE CHATIMAN: You said, Mr. Frawley; sborie- 
thing more. You say that while that result must inevitably 
flow if the evidence is to be accented of Dr. Brown and Dr. 
Frey, we will say, you were going on to say that somet hing 
different might be the case if the pipe line were pro jected 
be yond Regina so as to lower the costs from Regina, the 
transportation costs. 

Mite HPRAWLLY: Yes. I can say with some 
confidence what I have said with regard to the pipe line 

to kegina, because iir. LeSueur told us precisely what he 

was going to do and we ave able to test that with what 
everybody else says should be done. I am not in the same 
position with regard to the larger pipe line to the head 

of the Lakes. I simply want to safeguard my remarks in 
respect to that pipe line. Mr. Campbell came and gave us 
some evidemce as to the project of the pipe line, and I 

do not know that he gave us very much information as to 

what the cost would be or whether his figures had yet 
arrived at the stage at which he coula give us what the 

cost to the Great Lakes would be. I am assuming ~- that 

he could not capture the Ontario market entirely without 

a large price drop in Turner Valley. I do not want to be 
too concrete about that. I can direct myself more parti- 
cularly with regard to lir. Lesueur's suggested pipe line 
to Regina because it is here in the books for us- I de 
not think the evidence with regarc to the Vampbell! pipe 
line is sufficiently clear to enable us to make any such 


statement. I want to say I am not saying for a moment 
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tha t the remarks I have made with regard to the Regina 

pipe line would apply to the larger pipe line for the 
purpose of gaining the Onterio market. I have always had 

in mind if a pipe line were consummated to the head of the 
bakes that that would be a very great advantage to the 
consumers in Alberta; that the field price would go down 
with the gaining of the larger market and the larger volume 
of throughput, and then the tank waggons in Alberts would go 
downe That would be one immediate conseguence of Such a 
pipe line. 

THR CHAL AMMAN: Does that follow Dr. 
Frey's and Dr. Brown's evidence: 

MRe FRA. LiY: | I do not knov that they 
were asked to put their minds to that. 

THE CHAIRMAN: No, but their reasoning. 
MR. COTTLE: That would follow their 
reasoning. The price of the Turner Valley crude would 

have to be the competitive value of that erude at Sarnia 
less the cost of getting it to Sarnia from Turner Valley.~ 
MR. FRALEY: What does that do wit 
respect to the propositi on...e--. 

THE CHAIRMSN: The theory of pasSing on 
the savings to the producer, does not that element obtain? 
MR. COTTLES I do not think you could 
contemplate savings in that casce Speaking of Rszina, we 
have a high valuo of crude at Kegina because it is some 
distance from the competing field compared with the same 
competing prices at Sarnia. It seems ovvious that the 
price would have to be mueh lower to compete at Sarnia. 


It depends on two things, one, on the cost of getting other 
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crudes on a competitive value with the crudes at “arnia, 
and on the dost of operating the pipe line. 

THE CHAIRMAN: , You say then that the 
carrying of the pipe line bdyond Regina must be considered 
as a thing apart because the Regina situation is governed 


by the price fixed by competition of Montana crude at 


Regina? 
MR. COTTLE: That is right. 
THS CHAIRMAN: And when you go beyond 


Regina you are concerned, or beyond this economic fringe 
that Dr. Brown speaks about at Portage la Prairie, you 
are then concerned with compotition from an entirely 
different source. 

MR. COTTLE: That istrlehtpreie. 
THS CHAIRMAN: - That. is: from) Sarnia 
and you have to see what the eompetitive price is at 
Sarnia? 

MR. COTTLE: Thet is right. The seme 
principles exactly would then apply. 

THE CHAIRMAN: That might have the 
repercussion, if the producers of Turner Valley thought 
it wise to extend their market at the cost of the field 
price of crude which now obtains, then, of course, it would 
go down and the cost to the Alberta consumer of gasoline 
products PAN go down correspond ingly» 

MR. COTTLBE: And also to the Saskat- 
chewan cons umers would go down correspondingly. 

MR. FRAULEY: | Yes. 

MR. COMMISSIONER LIPSETT: This refinery at 
Brandon, does it enter into this picture at all? ‘ie have 


not much evidence about it, but does it affect the thing 


at all? 
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MR. FRASLEY: We have not much evidence 


on: it, that is truee We do know at the moment the Brandon 
Refinery is taking crude oil by rail from Calgsry at a ¢ost 


of 34 cents or 4&6 cents - I am not sure what the figure is - 


per LOO. 

ME. COTTLE: It is about 41.00 a 
barrel. 

MR. COMMISSION: LIPSETT; That must be compet ing 


in that area with either Regina or Moose Jaw or Sarnia? 

MR. FRAWLBY: Or Sarnia. Largely 
Sarnia. ‘ell, both. Brandon, of course, is nearer Regina 
than Portage la Prairie. They are within the Portage la 
Prairie fringe. Their competition would be Regina. But 

the reason they feel it so badly is that Regina has a very 
favourable freight rate, based upon the potential pipe line 
competition. Brandon does not enjoy any such rate, and that 
is why, theoretically, the Brandon operation would seam to 
be a pretty difficult one. I do not know to what extent 
they are overcoming the obstacles. It is the Angilo-Canadian 
Oil Company who, of course, own production in Turner Valley. 
Although there again we are told they sell the product to 
the Imperial and buy it back et the Calgary end. 

THE CHAIRMA WN: Can you conveniently 
point to the place in the evidenee where Dr. brown discusses 
what is required by way of barrellage to probably induco 


a pire line company to put ina pipe line. 


MR. PRA: LEY: This large pipe line. 
THE ON ALRMA W: YeSe 

MR. COTTLE: Did you say values? 
MR. FRAWLEY: No, barrellage. 


MR. COTTER: Oh, barrellage. 
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THE CHAIRMSD: Yes. We Had a long 


discussion about this hiatus pe tw eh the present barrellage 
and a barrellage which the drill had proven, that would induce 
any pipe line compatly to spend the mohey hecessary to put in 
the line. However, do not bother now if you have not got it 
under your finger: 

MR. FRALEY: Somebody said yesterday 
that the figure wad 39;000 barrels at the head of the 

Ilakés. I think that was Mr. Campbdéll. I think there was 
Some reference to it by Dr. Brown and 1 will endeavour to 
find that for you some time later. 

THE CHALRMAN: ye had a lengthy discussion 
with Dr. Brown as to how we were going to get there. How 

are you going to get into a position where a pipe linc company 
would be attracted? 

MR. FRAWLEY: And the intervening steps 
and so on? 

THE CHAIRMAN: There would be an inter- 
vening period when you would have 20,000 barrels or so per 
day available which could not be used. 

MR. FRALEY: Yes, that certainly is 
mentioned. Of course, that is mentioned by Dr. Frey, some- 
thing that I want to call your attention to there is that 
Dr.Frey spoke about it. 

THE CHAIRMAN: Vell do not bother now. 

I have it noted somewhere else but I just thought you might 


happen to have it there. 


MR. HARVIB: Volume 126. 
MR. FRALEY: ‘jell, I might proceed to 


discuss Field Contracts then, Mr.Chairman. I first want to 


call your attention to whet Mr. Nolen says in Volume 56 at 
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Page 6,855. It is a statement we are all familiar with 

and I probably need not reed ae But it is very short. 

m "MR. NOLAN: The policy I am 
"instructed to enunciate is that it is contemplated 
" to sell erude to any bona fide purchaser such 
Vsuroius of erude as we control and which mey not 
"be needed for our ot’n Imperial requirements at 
"what we call the average weighted tahk price, 
"based on the posted field price and subject to the 
"transportation, delivery and handling charges and 
"regulations fixed fer the pipe Line, provided that 
"the purchaser make satisfactory financial arrange- 
"ments for pay ment. 
(3 I am also instructed to 
Wsay that this policy should not be regarded as a 
"hard and fast one, and without limit as to tine, 
"but as being subject to revision to mest conditions 
Nas they arise, although at present we see no reason 
"for deviation. Otherwise we would, in our opinion, 
"be discriminated against as being tied to a state] 
"policy while other owners or producers of crude 
"remain footloose. 
" Now I think that is what 
"the Commission would have frou me, becamse in the 
"first instance I talked about the posted field price, 
"transportation eharges and hanaling charges, and the 
"Chairman put it to me the other day "Es there any 
"change in that". ‘ell you see,,Sir, there is a 
"Slight change but it is in connection only with 
"the price to be paid in the field, and this statement 


"of policy says that we are prepared to pay the average 
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"weighted tank price based on the posted field price." 
THE CHAIRMAN: ; Did not we ask My. Nolan 
to ascortain what is precisely meant by this hand Ling 


charge? Did you not go into that, Mr. Nolan? 


WR. NOLAN: Daa, vost 

THE CHAIRMAN: Yes, did not we ask you 
tof 

MR. FRAWLEY: “8 asked you what you 


meant by that and you s@id that thet was the charge, the 
pipe line being a public utility at that date, that it 


meant the handling charges fixed by tne Public Utility 


Board, 
MR.MOLAN: Yes,.3.ai¢.say thaw, 
THE CHAIRMAN: And there was something 


raised in the course of the discussion, you may remember, 
with regard to the situation of those refineries in Turner 
Valley. 
MR. FRAWLEY: I have a reference to 
that. Then Mr. LeSueur deals with that. "Re Selling Crude 
at Turner Valley," and that is in Volume 155, at Page 15,057. 
There Mr. LeSueur says, - well he first deals with it at 
Page 15,054. 

I believe, Mr Chairman, that we did submit 

“ea statement showing forth our general policy 

"fairly definitely, which in rough terms was 

"that we were guite willing to turn over any oil, 

"beyond our requirements, which wes available tc 

"us, to other refineries at the posted price plus 

"pipe line and handling charges. Now I think the 


"point was raised the other day that that was a matter of 
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Nerses, Comoe course, Me. Chairitien, <t lenetinetn in 
"practice. The Conservation Board, as I understand 
"it, gets nominations from the refineries in Alborta, 
"in Saskatehswan and in Manitoba and on the aggregate 
"of those nominations they set tht total allowables, 
"also the ee ONS S for seach well. ach well is 
"entitled to produces its allowable and if we do not 
"turn that oil over to other refineries we would 
"have @ surplus which would have to go into storage, 
"whieh, of course, in practices is an impossible 


Meqtua. Lol. 


And then at Page 
15,056, he says:- 


nm” Now what I would like is a statement from you 


¥ as to whet the poliey of your comp: ny would be 

i) as to tre ting with the Standarc Oil Company 

i Of California. or any,other, say refinery. "XxX", 

y that would neod oil but had no way of getting 

q it directly from the producers for the good 

" reason that yourselves, the British Amvuriccn, 

" Mr. Mayland and Mr. Flotkins have it all, @s 

(Y I understand, now under contract, what would be 
ve the mechanism of this refinery "X" getting his 

" oil after he had gone to the Board and the Board 
t Mied done their part? 

WA well the mechanism, I presume you mean the detailed 
" mechanism, Mr. Frawley? 


"™ “Would you sell the oil, that is just a blunt Way 
i of putting it, would you hold yourselves ready 
vi and willing to sell to this refinery "X", the 


e oil that would be assured by the allowable heving 
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" been increased by the Conservation Board 
" to cover that refinery's reguirements? 


"’ I think we made the general statement that any 


Mi Surplus over our own requirements, we would sell 
u to any responsible purchaser at the posted price 
Us plus the pipe line rate fixed by the Commission, 


‘ plus handling charz:s and so on. 

We Yes, that is how you would take care of the 

" reguirements of any such refinery?. 

"A Yess 

"@ Now that was limited to the Calgary end of the 

ie pipe line and I think it would be well to have 

" your views as to that, whether or not any dif- 

us ferent situation exists or what exists in the 

i case of qa refinery or other responsible persons 
is dosiring delivery in Turner Valley? 

"§ ‘oll I suppose that would be, that would have to 
. he handled according to the situation. 

"e ig@ll that is a man who rernaps would not desire 
" to pay the whole pipe line rate, not having used 
all of the pipe line rate, I wondered if you had 
m evolved any policy es to how you would deal with 
K a man of that kind? 


"fh Ge have evolved no definite policy on that." 


THE CHA IRiiA QW: That is page what? 

MR. FRS::LEY: That is Volume 135, and 
that last passage is at Page 15,057. Ido not think that 
was ever added to. I do not think we have anything better 
then that or anything more definite. 

THE CHAIRMAN: That is right but did not 


we ask Mr. Nolan to find out if he could get anything more 
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conerete? You see it strikes me - I msy be wrong about this - 
but it strikes me that the Public Utilities Board may have 
nothing to do with that situation. If so we should be making 
@ recommencation. 

MR. FRAWLEY: I have a suggéstion that 
might take care of it. In any event let us explore what 

you are dealing with. 

THE CHAIRMAN: | ‘Je have had some evidence 
from Gas « O11 Products on the point... I do not think we 

have had anything more from Mr. LeSueur other than to say 

he has not done anything or eome to any conelusion. I was 
under the impression, I may be wrone, Mr. Nolan will perhaps 
eorrect me if I am, that we asked Mr. Tolan to get some 
further informetion. Am I wrong about that? 

Mae NOLAN: I do not rememter it, 

eit, - e6rteiniy did not, and I would have if I had been 
asked, I am Sure. 

THE CHAIRMAN: Perhaps I am just wrong 
about that. 

WR. NOLAN:. Are you thinking about 

the telegram that passed between Mr. LeSueur and Mr. Tanner, 
Sir, where thers was q GhargGeecececes 

THE CHAIRMAN: Noe Thet discussion has 
to do with a buying charge for people outside. 

MR.NOLAN: Yes. Handling charges 
were mentioned. 

MR. FRAYLEY: I was a ing to refer to 
those exhibits and perhaps I had better refer to them now. 
THR CUAIRMAR: Proba bly you know the 
answer to this, and I would just like your views. Probably 


the answer is that the Publie Utilities Board has control 
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Of ite ‘ihet do you.séey about that, Mr. Mahaffy? 

Mae MAHA PEY: sir, i have no definite 
recollection of any arrangement made to get further 
information. 

THs CHAIRMAN: Mr. Nolan says that he 
has no memory of that, and he is no doubt right. 

Whe NOLAN: I do not remember it. 

If anybody else remembers it I stamd corrected. 

THE SMAIRVAY: Theat is of no importance 
as to whether it is remembercd or not. But whether we will 
be in a position to deal with it is of some importance. I 
say to you, representing Gas & Oil Products, - and I suppose 
Becker would be in the same position - has the Publie 
Utility Board the power to deal with this? 

MR ewAHAPPFY: Sir, When you mentioned 
that @ few minutes ago it brought something back to my 
Mind. I think you threw ot a suggestion to Gounsel a 
couple of weeks ago that perhaps wa could give you the 
benefit of our views as to whether or not the Publie Utilities 
Act, in its present form, does cover that situation. Now. 
frankly, I have overlooked that. I have not looked into it. 
I do not know whether they have or not. But I would be 

glad to do thst in the course of the next few hours. 

THE CHATRMAW: Orne DS ee 

I have in mind. You see we have no desire to concern 
ourselves with anything that is properly within the realm 
of the Public Utilities Board, the powers they now have 
vith respect to the pipe line. On the other hand, we have 
a definite complaint from your client before us. If it is 
befors the wrong tribunal, all right, we won't deal with it. 


MR. MAHAPFY: Ce ae ee bh 
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Lordship's idea the other day was, it was just a question 
probably now as to whether or not the Board of Public 
Utilities Commissioners had jurisdiction to hwar the 
application which is no pending before it by Gas & Oil 
Productse As I say frankly I had overlooked in the preparing 
of the argument, I frankly overlooked that particular point. 
But now that your: Lordship hes mentioned it I think tim? is 
the way it was left, is that we were to give you ovr opinions 
as to whether or not in fact the dct gave the Board juris- 
diction to deal with this. 

THE CHA IRMA: You say if it was just 
left as a handling charge ali right. That may sound fine. 

It might work out very badly if the handling charge is to 
be exactly whatcver the person charging wishes to make it. 

On the other hand, if it is within the domain of the Public 
Utilities Commissioner control there is no reason to be 
apprehansive at all. There is probably no reason to be 
apprehensive anyway, but it should not be left in that 

vague unsatisfactory fashion, I would suggest. hh hte Mise 

of any inbercst to this Board at a11,:Mr. Frawley. 

MR. FRAWLEY: The pipe line and its 
appurtenances, gathering lines and all of that, are public 
utilities, you might say a conglomerate of publie utilities. 
If Mr. Mahaffy's clients only wish to have the gathering 
system a preree utility, surely Mr. Mahaffy can make 


application for fixing a rate. 


MR. NOLSN: He has. 
MR. FRA ILEYs Has it been suggested 


that the Public Utilities Board has no jurisdiction to 


Tix. a rete? 


MR.MAHAFFY: Wie sey that we are not 
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using the gethering system of the Royalite Company. We 
are piping it from the well. 
MR. FRAWLEY: Then it is not anything 
which brings into play a public utility, or any pert of it 
I understand. That is your position‘ 
MR. iWARAPFY: That is the whole point 
as to whether the Public Utilities Aet é@oes cover whether 
the Board has power to fix a charge which the Royalite 
Can make to uS When we purchase the oil from their well 
Site. 
Vike Ra LEY $ Let me understand, if 
the charges has nothing to doe... 
THB COA IRMA: It is probably a small 
thing and one of those little knotty things that we want 
to get out of the way. | 
Re. FRALEY: If the charge which the 
Royalite seeks to make is a charge which has nothing at all 
to do With the use of any part of the publie utility, not 
anything to do with it, I would ssy at onee the sublic utility has 
not got a thing in the world to do with it, it is just 4 
charge which the Royalite Company says in its wisdom they 
should make and they make the charge. It has nothing at 
all to do with thc utility. If that is so, then we cannot 
look to the Public Utilities Board for any help. Should 
it b6 thought by smyons thet that charac was too much. 
Tagen what remedy might Mr. Mehaffy ana his clients have? 
None I would say as fer as the Public Utilities Board is 
concer nod. Thst brings me then to a suggestion I am 


going to make to the Board. 


t7 rae if ! 
Mm. COMMISSIONBR LIPSBTT: sas not Mr. Mahafty's 


Client's point thet they wished to buy oil at the well 
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at the posted ficld priee, and that they were not able to 
get that unless they paid an additional charge to the 


Royalite. 


MR. FRAVWLBY: That is true. 

MR. COM ISSIONER LUEPSSTT: Of 6 esnts was it? 
MR.MABAFFY: Yos. 

MR. FRAWLSY: That is true, and that 


6 cents would presumably, always assuming Mr. Mahaffy 
$e.: ¢ right in his facts, he stated what he understands to 
be the facts and I am accepting that, and if it is right 
thet Mr. Mahaffy's client takes the erude before it ever 
reaches any part of Mr. Wolan's public utiity , then onc 
single question remains, is thet charge in the cpinion 

of anybody that might have anything to sey about it - 

this Commission for instanee - too much or too little? 

MR. COMMISSIONER LIPSSTT: Or is he,under conser- 
vaticn, to be entitled to get oil at the posted fisid price 
if he takes it at the well and there is a supply available, 
within conservation? 

(2. FRAWLBY: The Conservation Board 
would not have anything to do with thate They simply see 
to it that the oil is produced, but Mr. Mahaffy still has 
to find a vendor and pay the vendor's price. Before we 
leave it I think I should put into the record the effest 
of the telegrams which passed between Mr. Tanner and Mr. 
LeSucur. They were accepted by Mr. LeSueur you may 
remember. And they ees very simple. He said in his 
telegram of the 27th of March last to Mir « Tanner, ir. 
LeSueur said in Exhibit "669" - and the transcript is not 
much use to you because Mr. LeSueur simply accepted the 


copies. He was good enough to aceept the copies as being 
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true copies. 
"Amounts of ¢ rude, produced in Turner. Valley 
"depends upon orders or Conservation Board 
"Stop Of total eruds now produced in Turner 
"Valley our companies produe about 20 per 
"gent and control by purehase contracts about 
"50 per cent and the remaining 30 per cent being 
"under the control of other producers or purchasers. 
"Stop Our policy is and will be to sell to any 
"bona fide purchaser sueh surplus erude as we may 
"not food for our own requirements at posted field 
"price plus pipe line buying and handling charges 
“provided such purchaser supplies suitable facilities 
"for accepting dslivery and makes satisfactory 
"financial arrangements for payment stop “Ve have 
"been selling to others and are »vrepared to sell 
"on above basis stop Confirming letter follows 


‘byte ds iinet 1." 


The letter saids 


"Teat Mr. Tanner: 

' Hercwith I enclose confirmation of our telegram 
"of Monday evening, Mareh 27th, to you. 

: The percentages of the production in Turner 
"Valley which is produced by our companies and which 
"is covered by purchase contracts held by our 
"eompanies are, of course, approximate and vary 
"slightly as fCWw wells are brought in from time 

“to time or the production of the older wells 
"declines but I believe fairly represents the 


"present production position in Turner Valley. 
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“ie have a clause ae) in our purchase contracts 
"whieh was inserted prior to the regime of the 
"Conservation Board and had for its main purpose 
“thepre vention of a situation where the amount of 
Noil offered would exeeed the aarket demands and 
"the providing in such case for an equal restriction 
"on the production of our own wells and the wells 
"govered by the purchase contracts. The orders 
"of the Conservation Board nov serve this purpose 
"as they fix the allowable for the different wells 
"on the basis of the totsl market demand and so 
"long as this situation continues the purpose of 
Nour clause 4 (¢) is served and the clause not 
"USede I believes that apart from the above 
"remarks our telegram is clear and needs no comment. 
. With kindest regards, I am, 

Yours Sincersly, 


(Sed) wR. Ve Lesueure! 


Now it may be that what 
they are asking from Mr. Mahaffy's client, and which tmey 
probably have a perfect right to ask, is a buying charge. 
MR MOLAN: Thst telegram had 


Lie 


nothing to do with the pipe line from Turner Valley to 


Calgerye 
Wie FAS ‘LEY: No, it had to do with..... 


a ° 


Me NOLAN: With Mr. Tanner's trip 


to England. 
MR. FRA LEY: It had to do with making 


to the head of the Lakes 


= 


available for any larger pipe Line 
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ils, £6 iy beet pe dd nes.) .That.is quite right.» L.am 

merely suggesting - if it i not werranted by the telegram 
I withdraw it immediately, but I am wondering in view 
one inte tacts, and Mr. Maheffy states what the 6 

cents 1s, and again assuming that Mr. Mahaffy is right 
when he says the oil does not go near the public utility, 
but he takes his own pipe over there... 
TH CHAIRMAN : Does that apply equally 
Poy iitos Pauw. PamitheyVeldey ,\ Mr. Hervie?) -Doesi'that tave 

eny application to your plant in the Valley? 
MR. HARVIE: I think not, Mr. Chairman. 
You meen os) VO. purchasing’ crude in, the: field? 
TH! CHAT RMAN: Yes. 
MR. HiRVIE: Weido Motiiuse orude: in) turap lent 
in the Valley. 
THE CHS IT RMAN It would have no 

epplication to you? 
MR. HARVID: No, none at all, 

THE CHAIRMAN: It would 
Products and Becker? 
MR. HARyrE: And possibly the Saskat- 


chewan refiners who bought directly in the Valley. 


THE CHAT RMAN : Moving it by truck? 
Mr. GARI Moving by truck. 


MR. FRAWLAY: But enybody that bought, 


presumably the Seskatchewan trucker would purchase oil 
efter it travelled in part, at least, through the pipe 


line system, end then the charge would be a carrying charge, 


end that of course, could be solved, eny problem of that 
kind could be solved by epplication to the Pyblic Utilities 


Bosrd. I eam only thinking of the charge imposed over and 


‘ever tan oot 


Jie lg 10. 
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above anything that would come within the purview of the 
Public Utilities Board. Because T Guité agree GPE dames 
within the purview of that Board we do not want any dplication. 
THE CHAIRMAN: None at all. 

Ma. MAH@PFY: | Mey I interrupts This 
certainly does not affect the general principle inv olved. 
But as to our particular positioh. We bought eonsiderable 
erude from the xoyalite Oi] Company last Spring, and 

it was then we bumped into this difficulty. Since thenwe 
have not been buying crude, and from @ purely selfish point 
of view, the point does not give us very much concern at 
the present time, But, of course, I realize there are 
others that may be in the came boat as we were last Spring, 
and it may be that the point will come up in the future. 
But from a practical point of view, and as I say from a 
selfish point of view, my particular client is not unduly 
conecrned about this particular situation at the present 
time. What I would Like to suggest, if Il may, is that 

if the Publie Utilities Act does not cover the situation 
that the Act be amended so as to give the Board of Public 
Utility Commissioners power to deal with such a point as 
this, and similar points when they coms up in the future 
they can be dealt with by that Board. Because in almost 
every case there is some little differenee in the place 

and type of delivery that is taken. Now last Spring as I 
say, our argument is we were taking delivery from tenks at 
the wells. Nov it is conesivable at some other time we 
might be taking Gelivery fro? some branch gathering lines 
and it seems to me that almost every case is liable to be 


somewhat different in its basic facts. 
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And for that reason if 
I may interrupt to suggest, I would like to Suggest 
that if the present Act does nee cover Phewedney ion 
the recommendations should be that the Act be amended 
to give the Board jurisdiction. 
MAJOR LIPSETT; Is the neat point, Mr. 
liahaffy, not rather this, that if you are having con- 
servation that all people requiring erude oil should 
be able to have it at the posted field price at the 
well; that if they require any additional service in 
the way of gathering lines of course that would have 


to be paid for. 


WR. MAHAFFY: Yes, that rate would be 
paid. 7 
MAJOR LIPSET?: That rate would have to be 


fixed but if there is conservation on the one hand there 
has to be distribution of the oil to all requiring it. at 
the posted price without having to pay a commission or a 


handling charge or any buying charge to competitors. 


Re MAHAFFY: That is right. 
aun Qh ULPSERTT: Whether Pyepelieires Be onbuor 
not. 
HR .- FRAWLaY: Of course I see a dis¢ 


tinction between something which comes within the purview 
of the Utilities Board, some function to be performed by 
the Public Utilities Board amd something which is apart 
fron that, which is certainly the kind of thing Mr. 
LeSueur was talking about in his telegram. 


MAJOR LIPSiD?: They are entirely two dif- 
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feveht questions are they not. 

MRe FRAWLIY: ULbE o 

bAJOR LIPSiiTT; shether or not in the 
first place the posted field price, once being fixed, 
crude oil is to be available within conservation 
limits to everybody Peaulr ing iG) 

like FRAWLEY: Yes. 

MAJOR LIPSHTT: “nd secondly if any ad- 
ditional service is rendered such as part gathering or 
whole gathering or transportation, that is an extra 
Charge to be paid for in the regular way. 

wire FRAWLEY: YeSe 

MAJ OR LIPSETT: | Now so far as anything 


which goes through the pipeline is concerned, I under= 


stand the position of the Imperial is this, that there 
is no buying charge or no handling charge imposed other 
than that imposed for the Publica Utilities. 

MR. FRAWLEY: Theat Ls Light. 

MAJOR LIPSET?: But that in the case of 
somebody buying at the well itself, they seek now or 
did seek with refernece to Gas and Oil Products to im- 
pose an additional handling charge of 6 cents, is that 
correct. 

MR. FRAWLEY: L tiink that is tae. 
simply put it to the Commission this way with respect 
to anything which could be dealt with by the Public 
Utilities Board as a public utility and that is a very 
easily ascertainable thing, there is no cause for any 
cocern; indeed I do not see any cause fer concern with 


respect to any aspect of it but certainly that is some- 
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thing the Commission need not bother about. Anybody 
who wishes to, can go to the Board and have a special 
amount fxied for that special service, however small 

if may be, but on the larger question of whether or 

not the situation is left in a perfectly satisfactory 
way outside of the Public Utility, that is something 
else and I for that reason, call your attention to the 
telegram and I want to see what Dr. #rey says about it. 
THe CHAIRMAN: what do you think of lir. 
Mahaffy's suggestion. Dr. Frey says of course it is 
perfectly right if they are doing the buying for someo 
body else they should have a brokerage charge. 

MRe FRAWLEY: Ghat is right, that is what 


I was going to call your attention toe I was not going 


to leave it with the suggestion there was something wrong. 


Dr. Frey deals with that in Volume 137 at page 15,550 and 


at pages 15,351 and 15,356. 
Now I say‘, and the most I 


say, is that that does not leave it very satisfactory, in 


that there might be an exorbitant buying charge, brokerage 


charge, imposed and collected by the Imperial. Now I have 


ne particularly strong views about it and if that does 
not impress itself as being a matter of any great moment 


to the Commission we will do nothing about iv, 


THis CHA TRivAN ; What do you say to ir. 


Maheffy's suggestion, he is the only ome who has raised 


the point and he eays it doesn't matter to him now. Why 


should we worry about it, except to know in the future 


whether he is conzerned or not, that; anyone down there 


who is Goncerned can have recourse to a body who will hear 
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their complaint and determine the justifiableness of 
Phe Wiebao you. think of that. 
MRe FRAY L&Y: [ think it is an excel- 
lent idea except I do not think it is the Public 
Utilities Board at all, I do not think the Public 
Utilities Board should deal with these things except 
such as are a Public Utility and when we get into 
matters outside of a Public Utility then we would be 
asking it to do a wholly extraneous function if we im- 
posed that on the Public Utilities Board. 
THE CHAIRS AN : hire mahaffts suggestion is 
that it i8 so tied up with the pipeline, as I understand 
him that is what he says, that it is so tied up with the 
pipeline. 
“Re iAHAFFY: Yes. 
THa CHAIR: AN: That the powers should be 
enlarged and that to the extent which is necessxry the utility 
be enlarged to cover something more. 
wRe FRAWLLY: Vell tut if it was just a 
brokerage charge which the utility as such was not in- 
posing but the Imperiel Oil Limited or the xoyalite Oil 
Company, but not the Valley Pipeline vompany Limited which 
now you know is the Utility, if it were the Imperial Oil 
or the Koyalite Oil Company, it seems to me it would be 
a matter foreign to the Utilities Board; it is a very 


fine line and I de not want to unduly press the point. 


WAJOR LIPSETT: Is the point not really 


narrower; there could be nv question that if Gas and Oil 
Products employed the Royalite to buy oil for them that 


they should pay brokerage. 
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MAJOR LIPSETT: But equally are they not 
entitled to say “We do not want a broker. We want to 

have, if there is surplus oil under conservation, we 

want it given to us at the well without paying 

any brokerage", and then is eny other company entitled 

to come in and say "No you cannot get that, you will 

have to employ us as your broker and pay us brokerage". 

MR. FRAWLAY: Yésa, You are right.’ They 
speak about a buying charge but if the applicant, the 
purchaser goes directly to the persen with the oil, then 

it would seem to me that they are simply interjecting, in- 
ter jeoting one of the other companies into this as the 
buyere If ir. LeSueur's telegram, supposing a purchaser---+ 
MAJOR LIPSETT: In this particular case is 

it not really turned around and do they not say "No you 
cannot get oil unless you pay us a cOmmission". 

THE CHATRWAN: A premium. 

MAJOR LIPSETT: Nh premium on 

the field price and as a result put yourself in an in- 
ferior competitive position". 
WR. FRAWLEY: You see I think the matter, 
I think we have to keep in mind this, that it all comes 
out of the fact that the field is under contract. If 
these contracts were not there these questions would never 
arise. Now the centracts are there for very good business 
purposes. kverybody thinks these contracts are necessary 
and provident, and are necessary to be there- 


WAJOR LIPSET?: Bot on top of that and on 


top.ot that position, the Government has seen fit to im- 


pose conservation. 
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MR. FRAWLEY: Yes. 
WAJOR LIPSETT: Which prevents companies 


like the Gas and O11 Products not having their con-+ 


tracts fulfilled. 


ie FRAWLEY: So they have to go out 
and buy. 
WAJOR LIPSuTT: Yes, they go out and get 


some of the oil available. 

MR e FRAWLEY: Yes, you might say if, 

if there was no pro-ration upon the wells which Nir. 
Mahaffy's plant buys his oil from, that there woulda not 
be any need for going out and buying from others. 

wAJOR LIPSETT: Yes, the difficulty is as 
I see it, does not flow from Royalite's contract. It 

flows from the restrietions imposed by conservation on 
Gas and Oil Products, which will not enable them to ob- 
tain the benefits of the contracts which they have. 

MRe FRAWLLiY: ny suggestion is one 
which goes to the fact that there are contracts there 
and my submission to ek oe oawen is that there be an 

approval required tO the validity and enforceability 
of the contract which approval can be given ina purely 
formal way but which would give to some regulatory body, 
be it the Public Utilities Board or any other body, the 
right to say, the right to withhold approval or to cancel 
an approval already given and only to be used, such 
weapon only to be used in the event that some exorbitant 


charge was imposed or some unreasonable attitude was taken 


by the company having the oil. 
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wAJOR LIPSETT: Or some additional charge. 
MRe FRAWLiY: Yes, and I sée nothing 


restrictive about that at all and so my concrete sub- 
mission is that there should be a recommendation that 
all contracts existing or to be entered into require 
to be filed with some regulatory body for approval as a 
condition precedent to velidity with power in the 
regulatory body to withhold approval or recind approval 
once given if in the interests of the industry such 
action is warranted. 

Now I have nothing, I 
mean, I do not contemplate for the moement that there 
wiil be ary restrictive or a burdensome or an exorbitant 
charge imposed by the Imperial. 

THs GHA TUIAN: How would that effect the 
6¢ handling charge. 
Mae FRAWLEY: well if the 6¢ was deemed 


be an oxortitant charge, the contracts, there would not 


THE CHATHiiAN: It is quite outside the 


contracts. 


ihe FRAWLEY: well but you seeor-~~ 


Tt. might, be between «& 
company that happems to have a contract and a third 


party. 


luk A wWiLk b 3 out of the 
MRe FRAWLEY: But it comes 


existenee of the contract. It would not be there at all 


i 2Gte Now if there 
except for the wistance of the contract No 


was such a power to withhold approval to all wthe; oon: 
tracts of the Royalite 9il Company unless a fair and 


reasonable handling charge was exacted and no more, it 
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seems to me it would be & very good, 4 very powerful 
weapon to place in the hands of a regulatory board to 
bring the oil company to a reasonable basis for their 
charges. 

Now that is, the only 
other suggestion is to throw it into the hands of the 
Public Utilities Board to fix handling charges or some 
other body, the Public Utilities Board or some other 
body to handle it and to set up a schedule on handling, 
brokerage charges or buying charges, whatever you like, 
that is perhaps the more direct method of approach and 


I am of two minds about that, just that there should be 


some opportunity for someone to express an opinion and to 


break a dead-lock for instance. 

THL CHATRiWAN: Why should not the Utilities 
Board or some other body as you say, why should they not 
simply have the right to say what is a fair charge for any 
service rendered. 

MRe FRAWLEY: Yes, that is a better sug= 
gestion than mine. iiine ise much smaller suggestion, that 
it should be tied up with the field contracts and I am 

not attacking the field contracts at all- 

MAJOR LIPSET?: It is only fair to say 1 
think, lir» Frawley, when this question was raised the 


Imperial Oil and the other larger companies made what 


seemed a perfectly fair suggestion that they would sell the 


crude oil at the posted price to anybody requiring it. 


MR. FRAWLEY: I am very mindful of that. 


MAJOR LIPSETT: That went through, cer 
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only applied to what went through the pipeline. 
LiRe FRAWLILY ; thateis right. 
MAJOR LIPSETT: But it seems to me that the 
logical thing is, following from that, that the posted 
field price is available to everybody at the well so long 
as there is no service; that is in the first place the 

company that makes these contracts must get the benefit 
of them for their own requirements but if you pass the 
limits of their requirements » if you are going to have 
conservation, surely the rest must be available to dis- 
tribute among the people requiring it and it would seem 
possible, at least it requires consideration as to 
whether that should not be at the posted field price with- 
out any further charge. 

bike FRAWLEY: Quite so. Your suggestion 
under those circumstances is because of the intervention 
of the Conservation Soard which brought about this state 
of affair, that there should be no penalty imposed and 
that they should get it at the posted field price, well 
my suggestion would take care of that because whatever 
regulatory body was given control would have control over 
thate 
TH CHA TIAN: Supposing it doesn't cost 
the pipeline company anything + 


MAJOR LIPS#TT: If there is no service. 


THY CHAIRMAN; Of course there is the 


suggestion that there is some service. 
MRe FRAWLEY: That Ls true. 
Hii CHATRAN: ‘And there is no reason why 


the Gas and Oi] Products should get a service for nothing. 
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MR. FRAWLEY: And that is a Publie 
Utility service, that is already covered. 

THE CHAIRMAN: As to how mush, that is 
surely something we have no evidence on, upon which we 
could settle it here. 

MRe FRAWLEY: If it is just a simple 
pumping operation, that is service, that is part of the 
Public Utility because the definition is broad, it 

covers pumps, mainlines and everything. That does not 

come within the purview of the suggestion I am making, 

the pumping at the well. 

MAJOR LIPSETT; Cs that not part of what 
the wells did, it is put into the tank at the well, that 

up te that point that is the duty of the well or the 

custom of the well. 

MR'e FRAWLEY: But I think iir. Commissioner, 
we Gannot do anything more here than discuss the principles. 
THE CHAIRMAN: It is my memory that the 

well did that pumpine. 

MRe NOLAN: Fhe oil was gathered from 
several wells and placed in one central tank on the lease 
on which these wells were located; it was in fact 


gathered into one central place on the lease from which 


the Gas and Oil Products took delivery. 


MR. HARVIE: Is there not another phase 


TOOs- 
MAJOR LIPSETT: Mire Harvie, just a moment, 
on that, Mr. Nolan, so that we will have it, clear, was 


that something done by the Public Utility or was that 


something done by the wells.» 
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MRe. NOLAN; - By the Public Utility. 
MAJOR LIPSETT: Was it gathered from the 


four wells on the lease to the one tank, was that done 

by the wells or wus that done by the Public Utility. 

kee. HARVI Gis by the pipeline company. 
riRe NOLAN: No, I would think that was 
done by the wells themselves, to the central tank farm 
on the lease. 

inRe FRAWLIY ; Then there is still another 


question there. 


Hive, HARVIL:* Or from their owm wells. 
irre. NOLAN: Yes. 
MAJOR LIPSEVT: Then the service by the 


pipeline does not arise but if it is done by the Public 
Utility-~-- 

MRe. MAHAFFY:- I think that is where my 
learned friend Mr. Nolan and I differed, at least our 
Clients did. ‘there was one tank ffarm where the production 
from these three or four wells was taken and the reason 

I was told was for the purposes of economy; there was no 
gathering. If we had only one well in the district there 
would have been the one tank but for the purposes of 
economy you had the separators from your four wells in 


one spot so one man could look after the four wells and 


consequently we claimed that is just the well tank farm and 


we took our production from that spot. 
THE CHAIRMAN: How do you get it to your 
own refinery. 


WR. WAHAFFY: wel DOW. sir, L.amonoe ex 


tirely sure but I Know we put ina line. We put ina 
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Mile of line. 
like WOLAN: I think the evidence is 
that we pumped. 
MRe mAHAFFY: I think the evidence was 


that the Imperial pumped it. 

MR» NOLAN; Yes. 

mike MAHLFFY: Although we wanted to pump 
it and they said "No", they woulé use their own pump. 

We were ready, willing and able to put in our own pump. 
MRe NOLAN: I remember that now, sir, 
because IL remember the Chairman said "Is it a pumping 
Gharge" or "Is it a handling charge" or "Why is this 
desing added to the posted field price and it is quite 


clear now to me that we did the pumping. 


MR. FRAWLEY: But iiyv. ilahaffy wanted to 
PUMP « 
dR « HARVIGS ; There is the other phase 


too, as to whether possibly there is justification for 


the Gas and Oil Products or any person else being able to 


buy except through the pipeline. It is a Public Utility 


and the more throughput the cheaper the rate will be and 
if too many people go and take directly, it is going to 
effect that: we are going to be penalized ore way and 
benefitted the other. 
THE CHAIRMAN: Is the suggestion that they 
move to Calgary. 


MRe HARVIE: No, not necessarily, but 


maybe it should be the duty of the pipeline to collect and 


deliver in the field and get a charge, charge what is 2 


fair charge- 
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THE CHATRMAN: Yes £ see< 

WR. FRAWLEY: _ I think if iir. Mahaffy ig 


right in saying that he wanted to pump and was not 
allowed to, now there the Public Utilities Board could 
do something. They could order the connection to be 
made and then Mre Mahaffy could do his own pumping. 
MR. HARVIS: Only if Mr. Mahaffy's 
pipeline were declared a Public Utility. 
MRe FRAWLiY: bi yous Look at the’ det= 
inition every pipeline in every section of the Province 
of alberta is a Public Utility and Mr. Mahaffy's pipe- 
line would be a Public Utility too. 
MAJOR LIPSETT: But what you would have to 
deal with then would be a well which is not a Public 
Utility. The well gets it to the tank, as I understand it. 


MiRe FRAWLHY: Yes. 
MAJOR LID SET?: Now that is not a Publie 


Utility and what happened, according to the statement which 
we have now, is that lir. hiaheffy wanted to take his oil 
from there and pay the posted field price but that iir. 
Nolan's client said "No, we insist on doing the pumping 

and we are going to make a charge", that is just the same 
as if they said "ve are going to insist on being brokers". 
If it is not werted, it is a question and a neat question 


as I see it whether, if there is conservetion, whother the 


statement that lir- Harvie made in reference to crude oil 
going through the pipeline should be extended to all 
crude oil so long as there is conservation and one cannot 
of course be blind to the point which ir. Nolah and hr. 


Harvie both make that of course while they are getting a 
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profit or hha ihe charge through the pipeline, they might 
make that here, and still not have anything on which to 
make it down in the fiela. 
MR. FRAWLLY: well I think my suggestion, 
Mr. Chairman, provides an avenue of dealing with both 
matters by the Public Utilities Act, the Auending Act, and 
the power be given to that Board or to some other Board 
to deal with the other espect of it. 
MR. HARVIE: Do you withdraw your sug+ 
gestion then that contracts be subject to approval. 
MR. FRAWLEY: The contract itseif, well 
that is simply a means to em end which I am prepared to 
accept the Chairman's suggestion on, as an improvement on 
mine, that the treatment be more direct; it be simply a 
power to fix and say what shall be the fair brokerage 
handling charge, not any Public Utility service charge. 
Now I pass from the 
question of field contracts to the question of conser- 
vation and [I want to say at once---- 
THis CHALRM AN: “what do you say about the 
life of these contracts. 
MR. FRAWLEY: well I accept what Dre Frey 
says about that. Oh no, I must, before I pass, I am 
sorry, lir. Chairman, I want to read what Mir. Harvie. I 
read what hire Nolan said and I want to read what iir. 


Harvie said about what his company was prepared to do, 


at Volume 56, page 6,8793 


THE CHAIRMAN: Mir. Woli.n was what volume. 


MRe FRAWLEY: Was Volume 56, page 6,856 


and iir. Harvie at page 6,879; 
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"MR » HARVIL: hire Chairman, you have 
"asked for a statement of policy of the British 
"american Oil Company in regard to the sale of 
"any surplus crude that it might have, not re 
"quired for its owm requirements. I have had the 
"advantage of reading the statement made by Mr. 
"Nolan, and I am authorized to say that that 
"poly suggested by the Imperial would be agree 
tabi to the B. A., in all details with the one 
"exception, and that exception is necessary, I 
"Ghink, sir. Chairman, in view of the possibility 
“suggested in a remark of your own which I may 


Y 


"read from the transcript. 


And then reading; 


"And your statement varies also,does it not, 
“ire Nolan, in that you will, I think, very 
"properly change it to say that you will de~ 
"liver not just at the present handling charge, 
"but at the charge that may be fixed in respect 
"of handling, whether in the whole rate or not, 


"by a body competent to fix it." 


That is what you are asking about a few siinutes ago. 


MR» NOL! N: No, no, this is very 


putting me on the record in 
1ight be contained in the interim re~ 


and what my undertaking to the Commission carried 


with it in the rate that happend to be fixed by the 


Public Utilites Board. 


TIT am not quarreling as to 
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when you made it or for what purpose but the Chairman 
was asking if you had not altered your statene nt 
that this handling charge of yours would be a charge 
which might be fixed by a competent body. We have that 


now ell in. 


MRe NOLAN: I did that certainly. 
THE CHALTRu AN: Volume what? 

MR. FRAWLEY: Volume 56, page 6,879: 
MAJOK LIPSETT: ind that applied really 


to what was going through the pipeline at that time. 

I do not think it extended beyond that. 

MR. NOLAN; I did not know of any 

other circumstances at that time and when was that state- 
ment made? 

MR. FRAWLEY: Jell Mr. Harvie’s statement- 


was made on the 9th of tay. 


MR. NOLAN: when was mine made. 
mie HARVIE: The same day. 
MR. NOLAN: They started to take delivery 


on the 6th of May in the Valley, the Gas and Oil Products, 


s0 it was just about that time. 

LiRe FRALEY: On ves, here is the exact 
reference here, this is what you wanted, ire Chairman, and 
if you will make a note of it, I will give you sir. Nolan's, 


at page 6,855. Now if you will add to that from iir. Nolan, 


page 6,858, because this is what the Chairman says to Mr. 
Nolan: 

"THE CHAIRMAN: And your statenent varies 
"also, does it not, ur. iiolan, in thet you will, 


"Tl think, very properly change it to say that you 
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"will deliver not just at the present hand ling 
"charge, but at the charge that may be fixed 
"in respect of handling, whether ih the whole 
"rate or not, by a body competent to fix ité 
"Re NOLAN} Subject to whatever 
"Gransportation, delivery and handling charges 
"and regulations which are fixed. 

"THI CHAIRMAN: Yes. 

"MR. NOLAN: That is what you, the 
"Ghairian, wanted from mee 

"THE CHAIRMAN: Yea, L/thigk that sis 
"it, that makes something quite clear that is 


"important." 


wand there might be, I will read it again; 


Sat CHOLAN: Subject to whetever 
"transportation, delivery and handling charges, 
"and regulations which are fixed." 
No doubt meaning which are fixed by regulation. 
MR. NOLAL: The point is clear that 
I intended it to be whatever should be the regulated 
handling and delivery and transportation charges. 
Ad OR LIPSETT: For the pipeline? 
MRe NOLAN: For the pipeline. 
uRe FRAWLEY: And then tir. Harvie a 
few pages later refers to that and quotes it fully, he 
must have got it from the reporter, Mr. Harvie. said: 
“VR. HARVIs: Mr. Chairnan, you have 
Nasked for a statement of policy of the British 


Nanerican Oil Company in regard to the sale of 


"Yany surplus crude that it Might have , not re- 
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"quired for its own requirements. I have had the 
“advantage of reading the statement made by Mr. 
"Nolan, and I am authorized to say that that 
"policy suggested by the Imperial would be agree+ 
"able to the B. A., in all details with the one 
“exception, and that exception is necessary, I 
"think, iire Chairman, in view of the possibility 
"suggested in a remark of your own which I may 
"read Irom the transcript. 

" "and your statement varies 
"also, does it not, Mr. Nolan, in that you will, 
"Tethink, very properly change it to say that you 


“will delivery not just oat the present handling 


"“eharge, but at the charge that may be fixed in 


"respect.of handling, whether in the whole rate or 
"Hoty Dyeavbody competent to fix ite" 
” iy comment is, that as we 


"will be paying the whole rate, whatever it is, 


"to the pipe line company, if we are required to 


"sell we will nee@ an additional loading charge. 


"otherwise we would be put at a derided disadvan- 


tage. I think that is just another reason why 


‘there should be a separate loading rate so that 


"we will be all ona similar basis» Have I made 


"“muself clear on that point? 


Yes. | 


"HE CHALTRLMAN: 
L think that whole comment 


has reference vather to loading charges rather than tO 
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will continue, I will read it right down to its end now: 
"NRe HARVIE: The situation is this, 
"if there was one rate, we will say, established 
"to load into tank cars, which would be the neue 
"rate as delivering into refinery tanks, to the 
"Royalite, we would have already paid on any oil 
‘twe have in storage for our refineries to the 
"Royalite a loading charge, inclusive in the one 
"rate. If we are required to take that out of 
"storage and sell to a third party, we would have 
Yan additional loading charge which we should be 
“recompensed for. 
"PHL CHATRNAN: Je understand your state~ 
"ent, re Harvie. 
WQer2ie COMMISSIONER LIPSETT: Mr. Harvie, you 
“make one exception from the statement that ir. 
"Nolan made, and I am just wondering whether 
"there is any real exception in it, and I was 
"“eoing to put it to you in alternate ways. In 
"the first instance, on the assumption that 
"there is a transportation rate plus a loading 
"charge, in that event the Imperial would get 
"the loading charge that is fixed and you would 
“Noet the loading charge in exactly the same way? 
"WRe HARVIu: Ves» 
"WR. COMMISSIONER LIPSuTT: That would be satis- 
"factory. 


wie HARVIG: TeSe 
§ TR. CCMMISSIONER LIPSETT: And the other alter- 


native, if the loading charge were included in 


“4 


a 


i 
‘eps S., 
os . 
* 
b 


or 


ay. 


os 


ee 
4 
6 


a6 


ie 


‘ 
a ae : 
s 
eet me “ 


; ; 
: ~ 
; : se 
Re Ps 
*; ( : 
¢ 
ee 
= F > 
‘ : 


PA 


= = : 3 
«a4 as . 
. 
5 ‘ a = 
=r 
t 
: ae 
- I : 
oa 
Se 
- - 3 
: : 


“ 17,036 - 
03 


an 
U 


Pavia raw Lav. Ko) C., 


"the general rate then that would bs done by 

"the pipe line utility for you or for the 
"Imperial would it not? I mean to say the 
"Imperial would give an order to the pipe Line 
"company to load a tank car, 

"MR. HARVIE: Of course I do not 

"know --- 

"MR. COMMISSIONER LIPSETT: Just a minute. You 
"in the same way would give an order to load a 
Wal Cars It would cost you nothing. But pos- 
"sibly you have another difficulty in mind that 
Fyou could not do that. You would have to get 
"ine Crude O21] to your refinery first? 

MMA. HARV IRS Exactly. 

"MR. COMMISSIONER LIPSETT: Is that eccurate, or 
"GOuLa you ‘NOt say to the pipe line utility toe 
"load a tank car for you for Saskatchewan or else~ 
"where ? 

WMR. HARVIE: I think the mechanics would 
"be that we would be Loading from our own storage 
"in Our ovn refinery. iIt.may be only in thet: way 
“we will know what surplus we have at all. The re 
"may be a situation arise where we get an order for 
"a shipment to Saskatchewan to an independent re- 
"finery, and if there was an all~inclusive rate 
‘that we would edopt the suggestion you made that 
‘we would load through the facilities supplied by 
"the pipe line company. It would complicate mat- 


*ters considerably as we contemplate all our pur- 
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"chabes would be delivered to us at our refinery 

"site. 

"MR COMMISSIONER LIPSET?; Ih any event! 

"VR. HARVIR: : In any event, ana I 

"suppose the same situation will arise with the 

"Imperial. 

"THE CHAIRMAN: If a separate terminal 

"handling rate is recommended then your statement 

“is that of Mr. Nolan's? 

"MR. HARVIE: Yeseo™ 

Then of course that does 
not complete it but I wonder if I have read sufficiently. 
MRe HARVIE: I think that makes it 
quite apparent that the reference to handling charge 
there was for loading facilities other than a charge for 
service down in the field. 
WRe FRAWLEY: Now Dr. Frey comments on 
these contracts and I want to read that, Volume 137, 
at page 15,3842. 
(Page 17,040 follows) 
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You askéd me a. question concerning the policy of oil 
dompanies in the fatter of contracts with wells, 
leases and so on. And while I do not think there is 
any absolute right or wrong about the matter, I think 
it rs generally a good principle that except where 

the crude purchasing company has a financial interest 
in the producing company, either by affiliations or 
marketing extensions, that it should contract for 
connections ard purchases only on a well to well basis 
and not on a basis covering a large amount of acreage, 
except in special circumstances, and I think that those 
exceptional circumstances should be recognized. I 
think of a situation like this, where the construction 
Oliva pipe Line requires a4 considerable supply of crude 
and where the producing companies, either as an 
individual company or as an association of producers, 
might approach someone for a pipe line. Under sich” se 
situation it seems’ to me that there would be an 
exception in which the pipe line company might very 
well consider that blocking out a very considerable 
volume would be necessary for the financial justifica- 
tion of construction. But in an established field 

it seems to me that it is a perfectly good principle 
and it is more or less followed, almost universally 

in the United States, that the purchases are made on 

a well to well or at least lease to lease arrangement. 
With that I think I have high-lighted my ideas on 


production, unless you have some further questions 


there. 


THE CHAIRMAN: No. 
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"Q MR. FRAWLEY: You did not say anything about 


tT 


the term of the contract you spoke about? 

The term of the contract, I think that is more important 
to the industry and to the producers than it is to the 
State, and I can see a situation under which a lifetime 
contract would be highly desirable. I ean also see 
Situations under which it might be convenient. From the 
standpoint of conservation in the United States we 

wish under some circumstances that certain producing 
areas had lifetime contracts with pipe line comvanies 
because of the competition between fields. There is 
alweys a possibility of a marginal field losing its 
pipe line connection to a field with lower costs or 
better position or better crude. So that there would 
be a higher degree of protection for the producer if 
some of these producing areas really had lifetime 
contracts for the field, which would have to be lived 
up to by the pipe line company. The pipe line company, 


ag a@ rule, is only the transporter, but very frequently, 


_you will find, a purchasing company associated with a 


pipe line company and it exercises that contract 
relationship’ in the field. There are things “to be 
said on both sides of it and I think the contracting 
parties should consider that as important to them, 
while it is not so important as a rule to the State, 
except in conservation, where, as I say, we wish 

that some were tied in. Fortunately, in some of our 
areas we. have marginal producers or stripper wells in 
which the affiliate of the purchasing company has 


production and that helps save the situation because 
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at the producing company affiliated with the purchasing 
company wants to continue to move its crude into the 
m market and that often saves the connections of the 

" stripper wells that are not owned by the producing 

u company. Is there anything else? 

"Q TH CHAIRMAN: apropos of that, as I understand 
u it, you think it is well that contracts should be 


i allowed to remain for the life of the well, but should 


: be limited to a well at a time. I have just one 

" more consideration. You say a well ata time unless 
" in special circumstances? 

"A (Yes, Sir. 

"Q Which you have outlined. Now, then, might there not 
si be a circumstance the other way, that a pipe lire 

" company intending to build in this country where the 
" Imperial will not, or does not, might ba interfered 

i" with by reason of all the wells being tied up for the 
" life of the wells, or all the then present wells? 

"A That is a situation in which you have pipe line A 

M against pipe line B. 

"OQ; Giess 

"A In which pipe line A, having the prior position, has 
a the assured crude. 

"Q Yes? 

"A and pipe line B tries to take away the crude. 

"Q B tries to tie up to this line at this end to go to 

" Regina, or the other end, to zo right to the field. 

" I just want to explore it for a minute 2S to wether 


" or not that is not a stumbling block to pipe line 
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extensions? 

No, not necessarily, bécauge we have tb adsume in the 
first place that the company that is doing the buying, if 
it has purchases beyond its requirements yi ee Yan Ee 
anxious to sell. It does want to meet its requirements 
and it seems to me it is a perfectly legitimate thing 
for a company to try to keep its own pipe line just as 
elose to full as possible and to have an assured source 
Of suppiy. for its refining operations. If there is an 
overage that company is just as anxious as any other 
producer to get rid of it: 

Now, let us say that the Imperial, as a matter of 
policy - and they are certainly entitled to define 
their own policy - should say "We are not now going 

to build a pipe line to Regina, and while it may be 
beneficial to producers and the people in Alberta, 

we co wot thihk it is the proper time to budiidsa 

pipe line to Regina." Now, another company exploring 
the idea as to whether or not it wll construct a 

pipe line would be concerncd with the consideration 

as to whether or not they will join up with the 
existing line of the Imperial or will Put its own in. 
But supposing it proceeds to make the investment, 

what is to prevent the Imperial from then still 

putting iis own in and putting all the oil through 

it that comes from the wells that it commands, and 

the man who spent the 50 million dollars finding 
himself with nothing for his money? 

Yoll, I think that would be a foolish situation for 


both companies. In the first place I would assume 
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that either company would exercise good business 
judgment and that incident to the construction of a 
line that there would be justification for the 
novement of the quantity of crude that would make i% 
possible for the line to operate effectively. Now, 
it would seem very unreasonable and highly unlikely 
that as between the two companies, regardless of which 
companies they are, that they would duplicate unless 
there were some reason for carrying a larger quantity 
of crude oil; and that if company B, the sewcomer, 
offers the facilities of the transportation to 
company A, even though 4 is in a financial position 
to G0 tue same thing as B,; I very much doubt 49g .4 
matter of good business whether there would be any 
duplication of such expensive facilities as a pipe 
line, particularly since it would. be, let ws say, a4 
public utility, and there would not be any hope for 
unusual profits in the operation. So that it seems 
to me that just more or less horse sense defeats the 
possibility of duplicating expensive facilities. 
For what purpose? There would have to be gome 
subservient purpose, certainly not a good business 
reason for putting in two lines where one would de 
the work, and I think it is hypothetical rather than 
practical. 
You think the tying up of all these oil wells might 
not deter the intending investor from putting a pipe 
line down? 
Not if there is enough crude to justify the construe tion 
of a line, because I can hardly believe that any oil 


company would take the attitude that 'We have more oil 
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" than we need but we are not going to sell it.! 
There are many pipe lines in the United States not 
owned by producing companies or refining companies 
M that are making use of them. There are only - I 
v have forgotten the exact number from the Mid-Continent 
‘ into the Chicago district - but I think there are 
u three lines, and they are used by more or less everybody 
nS that is pumping out of that area. They were necessary 
" at the time they were built. Right now they are not 
u as necessary as they were because Illinois has upset 
A things. But I very much doubt whether a pipe line 
" company would build a line unless it was considered 
” possible to amortize it and possibily make a rate on 
y VTi I €o not think it would ever parallel a line or 
" loop its own line unless there was sound engineering 
Ms and economic reason for so doing. I cannot see that 
the fact that any company, Imperial or otherwise, 
i occupies the No. 1 position in the field to-day, 
‘s I do not see that it follows from that that there is 
‘ not an opportunity for the construction of 4 
" private pipe line by someone else, if it is good 


" business.” 


THE CHATRMAN: Whe re did that end? 
MR. FRAWLEY: That ends at page 15,347. That 
ends your discussion with him. There are just two or three 


more things, but I think I had better continue. I took up 
the discussion then. 
"Q MR. FRAWLEY: And that company, Dr. Frey, 
assuming an independent company constructed the pipe 


4 tine, they would very likely become the purchasers 
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of the crude then to supply the requirements at the 
Other end of the line? 

Yes, | 

Do you see any disadvantage.at all, or do you regard it 
in any sense as an obstruction that that pipe line 
company would not be permitted to treat with the 
producers directly, but would have to treat with the 
Imperial, as is the case here? 

I can see a theoretical obstruction but I do not believe 
there is a practical obstruction. That is to say that 
if a better connection is afforded, and that is a 

profit possibility for the producers, the producers 
would make it so hot for the Imperial that the Imperial 
would give up some of its connections regardless of the 
contractual relationship that they have now. [I am 

not talking for Imperial. I am saying that considering 
the behaviour as I know it in the United States and 
translating it to Alberta, that is what would happen. 

Do you think it is quite fair and proper that the 
Imperial should have the right to impose a buying 

charge on any crude that this pipe line company might 
desire to purchase or contract for in the Turner Valley? 
Well, I do not know about that. That is not a fact. 

If? there were a condition cf that sort then on examining 
the facts I think we could come to a conelusion as to 
whether that would be justified. That is to say, 

if such a connection as you speak of actually existed. 
We ao not know whether that would be the situation wiith 
respect to the Imperial or other murchasers. 

Well, that is really why I brought it up, Dr. Frey. 


That is the situation. The Imperial----- 
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1A Well, with the present Sereonren ce it not? 
"Q The situation ig that the Imperial has advised the 
u Government as follows: 'On the 27th of Mareh the 
amount of crude produced in’ Turner Valley depends upon 
" the Orders of the Conservation Board----!" 
And then we adjourned for the lunch hour, and on the resumption, 
commencing at page 15,349 of the same Volume, he does deal wth 
with the matter of the contract at page 15,351. And that 
coneludes all the discussion on these contracts and this 
buying charge. He then read the telegram and then said this. 
In that it seems to me that 
“i there is a recognition of the fact that the company 
" acting as a buyer has buying expenses which down home 
R we call ‘brokerage’ and up here in this telepram it is 
" e@alle&d ‘plus pipeline buying and handling charges’ and 
ub such expenses would be a general thing with us. MThis 
" says nothing about how much they are. ‘The question of 
» reasonableness does not enter here because there is no 
u specific charge mentioned, except that the buying and 
Y handling charges are involved, so that it seems to me 
i that that does not destroy the position which I took 
2 earlier on this particular matter. 
" The other thing is that, with 
ih any substantial number of disgruntled producers, it 
r is hardly likely that a company would, in the face of 
is that, in the face of that situation, continue a 
e position that would be inimicable to its hest interests 
i in the long run and I would consequently be of the 
" opinion that 'plus pipeline buying and handling charges! 
z does not mean some exorbitant figure. 


"Q MR. FRAWLEY: le understand each other, as [I read 
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that telegram it means 'plus pipeline charges, buying 
a charges and handling charges,' that is as you read it 
WJ is it not? 
"A Well I make a distinction between 'plus pipeline buying 
" charges’ and "plus handling charges’. If there ig: no 
" handling by the pipeline it does not seem to me. there 
: is any handling charge. 
"Q But I mean, if you run the word ‘pipeline’ and 'buying? 
, together; I read that telegram to mean 'plus pipeline 
A charges, buying charges and handling charges'? 
"A There are no commas. 
"Q No commas, of course? 
"A And under the circumstances it is difficult to be Sure 
a just what each word means but my interpretation is 
4 "plus pipeline charges', 'plus buying charges', 'plus 
ME handling charges', parenthetically if those apply." 
Tl thims thet, is’meally all. 
THE CHAIRMAN: What Volume is that? 
MR. FRAVLEY: That is Volume 137, and that takes 
us down to the middle of ¢ ge 15,352. He talks about the 
field end and there are only a few more lines and, 
perhaps, I had better continue with that. He says; 
4 parenthetically if those apply. 
"Q Just let me add one thing more to your information. 
uM) The pipeline charge is a public utility charge fixed 
i by tariff passed by the ublic Utility Board; the 
4 handlire charge is the same, so if there is any point 
" in the thing at all, and I am not making any point of 
My a but if there is any pointrin it at all, it just 
" leaves the one thing, the buying charge, to the company. 
\ The pipeline charge is something fixed by law, by the 


i Public Utilities Board? 
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"A Yes, and of course it does not follow that there 
" would be a pipeline charge, It is entirely possible 
wu that if, as stated a little later, ‘provided such 
purchaser supplies suitable facilities for at epting 
¥ delivery', that the point of delivery might be in the 
2 field and not at the end of the pipeline, 
"Q That is true, and then there would be no pipeline charge 
" but there would be a handling charge? 
"A And a buying charge. 
"Q A loading charge and a buying charge? 
"A Yes, and what that buying charge is, it just does not 
7 saye 
"Q No? 
"WA And all I cm do is assume that it is within the realm 
»‘.of reason, 
"SQ ‘ves.  Thauk you very much, Dre Frey." 
Now that takes us to the top of Page 15,3553. 
THE CHAT RMAN ¢ As 1 understand your neat submission 
with respect to all of this is that insofar as it has not now 
been committed to the Public Utilities Board it should be; 
to that Board or some other’ 
MR. FRAWLEY: Thst is precisely what I sayvw 
THE CHATRMAN: To settle these questions of 
charges, whether they be buying charges, handline charges or 
anything else. 


MR. FRAWLEY: And brokerage charges. 


THE CHAIRMAN: Which are not presently under the 


control of the Pyblic Utilities Board. 


MR. FRAWLEY: Thet is precisely what I say about 


that. Now IT am going on to make some observations ebout the 


last subject matter in the general subject of discussion, and 
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that is Conservation. My remarks and submissions with respect 
to Conservation are going to be rather brief, Mr. Chairman. 

i want to direct you, for the record, to where you ean nifind 
what Dr. Frey says about it. and we find he took the whole of 
Saturday, the 28th of October, Volume 134, to discuss 
Conservation. 

THE CHATRMAN : 134? 

MR. FRAWLEY: 134, and it starts at page 14,932, 
and I think I am safe in saying that it went right through to 
the end of that Volume. Mr. Mahaffy's cross-examination 
commences at page 15,007. That goes into the next Volume, 

Mor. LOS. Mr. Mahaffy's cross-examination commences at 15,007, 
which is just the commencement of the next Volume. Volume LOD. 
On ythe S0th of October. Now, the next thing, - I think I will 
pas PU all together for you, Mr. Chairman - is in Volume 137, 
from which [ have just been reading. Dr. Frey summarizes 

in Volume 137, at page 15,336-37. He is summarizing other 
things, but this is where he summarizes Conservation. And then 
he makes a final short reference to Conservation at page 15,349, 
in the same Volume, 137. Now, my position will,perforce, have 
to be a very simple one before the Commission. Dr. Frey 
made a very comprehensive statement and there has been nothing 
contrariwise presented to the Commission, because r. Mahaffy, 

I think, agreed in a large part - perhaps that is being a 
little too general in deciding what Mr. Mahaffy had to say - 

but I think as a casual observer he took a cerfain amount of 
comfort out of some of the observations of Dr. Frey, and, perhaps, 
found no particular fault to find with Dr. Frey's evidence. 

3ut with respect to those places in which Dr. Frey did not 
fully agree with the suggestions arising in Mr. Mahaffy's cross- 


examination, the evidence is fair and will very clearly exzpiain ae, 
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My position siaply is that the Commission might, in view of 
the fact there is no contrary. evidence, probably be perfectly 


justified in accepting the pripciples of Conservation as laid 


down by Dr. Frey. I say that because I am in no sense 
appearing for the Conservation Board. Dr. Frey came as a 
very high authority in conservation matters. It seems to me 


what I am saying necessarily follows. But I am concerned with 
Something of a practical nature and that is the attack of the 
Gas & Oil Products upon the Conservation Board really has to do 
with their difficulties as manufacturers and refiners of 
gasoline. After all, this is a practical thing to them am 
it is practical because it affects them in their refining 
operations. And they come to the Commission with their 
grievances and those grievances are, in a word, that they 

are not able by virtue of the restrictions placed upon these 
gas wells which supply the Gas & 011 Products manufacturing 
establishment, that they are not able by virtue of those 
restrictions to obtain enough natural gas to obtain in turn 
enough casing-head or, as they choose to call it, natural 
gasoline, tc enable it in turn to carry on its ordinary 
refinery operations and compete in the market with the other 
ee serving this area. For that, it seems to me, is 
something real, something that can be determined by this 
Commission. What is the fact about that? Vell, we have 
listened to the contentions of the Gas & Cil Products through 
their refinery superintendent and it was suggested and agreed 
to by everybody that Dr. Brown should be appealed to and, 
fortunately for the Commission, we now have for the considera- 
tion of the Commission Dr. Brown's views upon the problems 


submitted to him. And that is all contained in Bxhipit "7s0*. 
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Jy Us Brawley, Ke Cs | 
which gonsists of the corresgrondende between myself nand Dr. 
Brown, ranging from the 14th of November to the 80th of 
November last, and I think I can do no more than----- 
THE CHAIRMAN: | What is your Exhibit Number, please? 
MR. FRAWLEY: Exhibit "720". \lotake it now = 
Pernaye 1 may askfinally,.I take it there is to be no addition 
to that so far as you know, Mr. Harvie, speaking for your clients? 
MR. HARVIE: I have not received anything further. 
MR. FRAWLEY: I think the Exhibit stands without 
anything further to be added to it, and to paraphrase in a word 
what Dr. Brown says with respect to the question raised, whether 
or not, as appears from my letter to him of the 13th of November - 
end Lidecd it began 6 Little earlier thah.that, andl must give 
you another Exhibit number. I must give you the correspondence 
which really in a sense might have been made a part of that, 
and it would have been more convenient. The correspondence 
which passed between Mr. Mahaffy's law firm and Dr. Brown, 
PyAibit.'719". Soa you have it together. You have Hxhipi7g "719" 
and "720" together. As you will recall, mr. Mahaffy asked 
Dr. Brown by telegram for information indicating whether or 
not Dr. Brown agreed with his contention - it could not have 
been put more bluntly and more frankly, and that is the way 
it was put - that opinion being that in view of the climatic 
conditions in this country natural gasoline is required for 
blending purposes. Now, Dr. Brown replied, first by telegram 
and then by letter. He first said 

tRe tel. Natural gasoline desirable for blending when 

"economically available but not necessary to a modern 


W 
"refinery in Turner Valley. 


He elaborated upon that in the 


letter of the same date, I take it the game date, to Messrs. 
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Ue ds. Frawley; K. C. 
Helman « Mahaffy, on the 4th of November. Now, he expands 
somewhat upon his telegram by saying; 
"Natural gasoline is an economic and profitable raw 
"material to be used in the refining and production of 
"motor fuel under the conditions which I assume to exist 
"in the calculations made for the McGillivray Commission 
"and on which my testimony was based. 
n If the price of natural gasoline is too high, 
"or if the material is not available, a modern refinery 
"is able to produce a satisfactory product without 
"requiring any natural gasoline for blending. 
"Tn other words, it is simply an economic question. 


"whether natural gasoline is to be used or not." . 


We did rot think that made it as clear as we wanted it go 
we wrote and asked him to gc more fully into it. We asked first: 
"Zt .wish you would define your use of the word 'satisfactory'" 
referring to his correspondence with Helman & Mahaffy. 
"Tf you mean a motor fuel could be made which will operate 
"satisfactorily in a motor car, that is one thing, but if 
"you mean that a product of equality and volatility 
"equivalent to Sky-Chief could be made wi thay t casing- 
"head, that is guite another. I think, therefore, that 
"you should elaborate somewhat on the use of the word 


"satisfactory! 


Then we askad him to say something more about his statement 


in the ‘letter to Helmen & Mahaffy, that 
"It is simply an economic question whether natural gasoline 


"ig to be used or not. ‘Vhat I now require 1S some 


"information from you to indicate the economic effect of 


"dispensing with the use of casing-head in a modern 
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treLDrnery. 
Then he did reply, and in his letter of the 2lst of November 
he spoke about the additional cost if natural gasoline were 
not purchased its profit would be wholly lacking ami so on. 
But this igs the paragraph. He says: 

4 Based on the distribution of the ver ious products now 

"being manufactured for the Alberta district, I feel sure 

"that a modern plant will be able to produce gasoline of 

"premium quality, standard quality and third structure -" 
and we know that those mean gasolines in the Imperial picture 
such as Esso, being premium quality; 3 Star, being standard 
quality, and Acto, being third structure - 

"without the use of natural gasoline that will in every 

"way be comparable to the qualities of the similar 

"products now being produced with the use of 5% of 

"natural gasoline." 

Those were, incidentally, Impe rial 
products, because you remember we have in evidence that the 
Imperial is only using 5% of casing-head in their refinery 
in East Calgary. 

Ht In other words, the use of my term ‘satisfactory 
"product! was intended to mean an equally satisfactory 


"nroduet to that which can be produced when using the 


"natural gasoline." 


Now, I put it to the Commission 
that he meang that - because he had at that time my letter 
before him in which I had gone to the trouble of naming a 
gasoline which is much talked about, Sky-Chief - it was 
unfortunate that the letter as it went to him did not use 


the word "quality," but said "equality". The letter, as 


it went to him, said 


abit mas eat 
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" But if you mean that a product of equality and 


"volatility equivalent to Sky-Chief could be made 
"without casing-head that is quite another". 
I take it that Dr. Brown; when he read that, he would 
understand that was a stenographer's error, "equality", 
What was dictated to the stenographer was "quality" but she 
had it Yequality". He mi hays had that in mind when he 
answered my letter in the way I have read to you, and I say, 
respectfully; there can only be one inference from what he 
meant, and that was that Sky-Chief gasoline, or gasoline of 
that quality, could be manufactured. ‘le said Sky-Chief, 
incidentally, because that was the gasoline that Mr. Boyd 
talked about and, as a matter of fact, he filed an Exhibit 
indicating his new Ethyl gasoline put down side by said 
against Sky-Chief, and that is why we said Sky-Chief. 
Not with any aauie to do the Texas Company any good. 
Then I submit respectfully, that Dr. Brown means that, he 
tleans that Mr. Mahaffy's people could make a gasoline 
without any casing-head of the kind and quality as satisfactory 
and as able to compete in the market. 
TH: CHAIRMAN: At a price. 
MR. FRAWLEY: Without the use of natural gasoline. 
Now then, at a price. «s to that I say this, as to there 
being any difference in refinery costs or carnings, 
Dr. Brown, using the Imperial's new operation as his basis, 
gives it as his opinion, and this is paraphrased for ite 
by Mr. Cottle of the correspondence, gives it as his opinion 
that the Bic eeu rt of operating without natural gasoline 
is the loss of the profit on the sale or the natural sph eeca 
as an ingredient of the finished gasoline, and that the logs 


of this profit is almost entirely compensated for from the 
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profit on running the additional barrellage of crude 
required to produce the same amount of gasoline, In the 
final result Dr. Hrown estimates a decrease in nett Crorat 
of 1%. 

Now, is that clear. That is what 


we take as the nett result of the correspondence with Dr. 


Br own. 

THE CHAIRMAN: 1% of what? 

MR. FRALEY: Decrease in the nett earnings of 1%. 
MR. MAHAFFY: That is assuming that the refiner 


is paying $2.14 a barrel for casing-head and not assuming that 
he takes it at cost. 

MR. FRaWLBY :: That is assuming that the Imperial 
Oil Company refinery pays the Royalite (il Gompany $2.14 

for its casing-head. Quite right. And as far as we know 
that is the actual and Simple fact. If Mr. Mahaffy alludes 
to, as he doubtless does, the fact that Royalite is owned 

to the extent of 70% by Imperial and that, therefore, there 
is some advantage to Imperial qua shareholder of Royalite---- 
MR. CONTLE: { think what.r. Mahaffy is 
referring tc is that the manufacture of less casing-head 
involves a loss of the profit on the manufacture of svasing- 
head in his client‘’s plant. 


MR. MaHaFFY: Not only that. I do not want to 


be interrupting----- 


MR. FRALEY: That is all right, you bring 
it out. 
TH= CHAIRMAN: weli. after luneh, Mr. Mahaffy. 


(At this stage the Hearing was adjourned until 2:00 P. M.) 
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MR. FRAWLEY: Before I resume Mr. Nolan tells 


me he now has some word from Mr. Lesteur. 
MR. NOLAN Yes; a8 I promigedy Mrs Chairman, 
I telegraphed Mri LeéStieur last night and set out in the wire 
what I called "your appreciation of his evidence" which he 
had given here in respect to the posted field price and that 
your understanding was that he had not either expressly or 
impliedly suggested to this Commission that that increase 
of that 8 cents would have any effect on the tank wagon prices. 
I have been speaking to Mr. LeSueur during the interval and 
he informs me that your appreciation of his evidence is 
entirely correct and that the change in the posted field 
price will not affect the tamk wagon price. 
MR. FRAWLEY: Now, Mr. Chairman, before we 
edjorcrned we had reached a consideration of Dr. Frey's 
exhib 720", I was saying that in the net result 
Dr. Frey's opinion was that the only result of operating 
without natural gasoline is a loss in the profit on the sale 
of the natural gasoline as an ingredient of the finished 
gasoline and thet the loss of this profit is almost entirely 
compensated for from the profit on running the additional 
barrellage of crude required to produce the same amount of 
gasoline and in the final result that there was in his 
estimate only a decrease in net profits of 1%, so you will 
know what that is, in figures it means that of Imperial'ts 


dp 
profit of $710,000.00 there would be a lost of $7,000, so 


that is all that means. 
Now Mr. Mahaffy interjected just 


before adjournment that that looked at the Imperial as 4 


e- 


th 


i -. =) 
ROR e eal, - : 
, F 
fu2 : ; 
Nie » : S 
. s : 
Lai : 7 : © 
‘ . - : 
| es 
eo, : 
% 5 ay : 5 
at - ie £ : 
aC Core > re 
E < why t 
3 p rt cr ‘ 1 es 
| 2 = 3 oa _ * 
| , ; aig 7” - 
Ae iF 
=< 3 | ie | 
3 a ny 
Es ciges : | 
= = : : 2 : 4 
: iaay 
- | Ps 
: za : | 
| ' 2 ste Se 
5 : We 
. ex cee 
ste] | . ‘ 
Nae | 
et os Lo 
= 
. Saat 5 
sy 
5 


Q 


Sc 
ae 
tAS 


is es 
. a a e : 
Se & c 
ise 
> 
ug. 
“i i, 
; a 
a ste 
: ms 
a 
<4 
, Cog i 
As ae 
a ate 


= 175068: = 
4 J Frawley, i, Ge * 


manufacturer, a refiner, that purchased natural gasoline at 
$2.14 per barrel, bei:.g the posted field price and before 

Mr. Hehat fy interjects to say something more about that, as 

I take it he will, let me say whet I appreciate Mr. Mehaffy's 
position to be, that his client loses two profits, one as a 
refiner and blender, the thing that Dr. Brown is talking about 
and that thet profit is, in Dr. Brown's opinion, and he is 
thinking of Gas & ©il Products, is almost compensated for by 
the extre crude run, taking it that the Gas & @il Products =--- 
THE CHAIRMAN: You say he loses two profits, 

what is the first one? 

MR. FRAWLEY: Theat is as a refiner end Diender, 
the profit on blending the casing head and gasoline and selling 
it as gasoline; the one that Dr. Brown is talking about and 
thet pr. Brown says is made up by running more crude. 

THE CHAIRMAN: The Imperial would lose one percent 
of its profits? 

MRe FRAWLLY: Yes, and the second one is the 
profit which Mr, Mehaffy's client would lose 4s a p~oducer 

of gasoline. They lose whatever profit, - and we do not know 
anything about it but we assume there is a profit, - whatever 
profit is provided by the posted field price of 2.14 per 


barrel on naturel gasoline, am I right in that, that is the 


situation? 


MR. MAHAFFY: Yese 


WR. FRAWLEY: Mr. Mahaffy agrees with me, that 


I appreciate his position. Well, of course as to that, we 


do not know enything about that and I submit while the two 


operations are under the one company, that Mr. Nolan's client 


might sey, "Well you might also consider that the Royalite Loses 
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whatever profd t is ¢aused by the natural Jaweaunens Now 
tho se were things which were not submitted to i Brown 

arid it is just a cirtumstance thet Mr. Mehaffyts client 
uhder one roof makes himself naturel gasoline and probably 
enjoys a profit, we do not kncw how much or how PEGtie:, 

but I think we can safely assume that he enjoys a profit; 
well that is something, of course, because if there is no 
natural gesoline then that is part of my friend's operations 
but that is just a circumstance, 

THE CHAIRMAN: is that made possible, does this 
manufacture of naturel gasoline not require a plant and a 


capital investment, to manufacture that? 


MR. FRAWLEY: Oh, yes, he has, that is separate 


you might say, of course. 

THE CHAIRMAN: He couldn't get his natural 
gasoline, he not only loses his profit, as I am following 
you, om the manufacture of natural gasoline but he would al 
lose the capital investment which is made. 

MR. FRAWLEY: Ch,yes. 

THE CHAIRMAN: In order to manufacture that 
natural gesoline. 


MR. FRAWLSY: 


SO 


All the circumstances which would 


attend that, the discontinuence of the manufacture of na@ural 


gasoline, quite SO. 


THE CHAIRMAN: As I remember ---- 


MR. FRAWLEY: That is right. 


Tr CHAT RMAN: Just speaking from memory of 


Mr. Maylandts evidence, I thought he rather stressed the 


investment he made in that plant. 


MR. FRAWL&Y: Yes, I suppose that is where it 


comes 
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in but perhaps it should be borne in mind, along with that, 
that the Royaélite Oil Sompehy would be in the same position 


with respect to one of its plants, 


THE CH ATRMAN: Oh peyes. 
MR. FRAWLEY: 4nd then the British American 


too, with respect to its only plant but I think that is what 
happens. I think, aae Dr. Brown has not dealt with 

because it was not proposed to him but it is a very simple 
thing but I think we all agree and Mr. Mahaffy agrees that 
that is his position, he may want to elaborate on thet and 

this may be the proper time, unless he has said everything 
that he wants to say. 

MR. MAHAFFPY: I think I have said everything in 
the argument I submitted but I do want to make it clear that 
Mr. Frawley in reading the statement that he did this morning 
points: out that in Dr. Brown's view there is very little 
difference in the profit position but that is based on prices 
for natural gasoline set out in Dr. Brown's letter. He points 
out that a refiner would not be justified in using natural 
gasoline if he had to pey more than $2.60 a berrel for the 
produ cts; he would be better off to go ahead and put in a 
little more expensive crecking operation but the fact is, 

as I state in our argument, thet treating Imperial-Royalite 

for a moment as a unit, that product does not cost Imperial- 
Royalite the figures set out in Dr. Brown's letter nor does 

it cost us that amount of money and then sliding Gh oh thers 

to the competitive position if Imperial-Royalite is allowed, 
as they must be, if they have a supply aveilable, if they are 
allowed to cmtinue the use of thet product and we on the other 


hand are excluded, then Mr. 3oyd says and Mr, Mayland says that 
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we cennot hope to maintain the competitive position. T jUust 
want to make it plein that when Mr. Frawley talks about 1% 
difference in profit, those figures are based on what one 
might say is an arbitrary price for natural gasoline, which 
is not the fact, the price which it eosts us --—- 
MR. FRAWL[Y: Of course, I presume the obvious 
answer to that is that we here in this Commission know the 
Imperial as a refiner and manufacturer and as a purchaser and 
peying-im, cash for its casing head at ¢8s14, Wow we know 
that and on that there is no possible question and if that 
Tesultssinje hendsome profit or eny Kind of ta*profrat tothe 
Royalite that is something which it seems to me, which just 
follows, and which does not concern the Commission, We do 
know that those profits are there, that the Royalite has 
enjoyed a very fine position in this oil industry but they 
do not come before us, that cumpany does not come before us 
as a manufacturer of gasoline and it only happens that your 
operations are all bound up in one company but Mr. Nolan's 
operations are quite segregated end while what Mr. Mahaffy 
says ig one way of looking at it, and I am not here to defend 
the Royalite or the Imperial but I just want to make it plain 
that in the presentation before this Commission of everybody, 
the Companies, Mr. Nolan's companies and Dr. Brown, we have 
identity of the two compenies one 


acknowledged the distinct 


from the other and it is all very well for my friend to say, 


and I understand him when he says it, the Imperial-Royalite 


organization, but you are getting into fractions and percent- 


ages there but however I think perhaps there has been all said 
about it that can be said and I think it is plainly before 


issi Brown's vi d my friend's 
the Commission now, Dr. Brown's views and my 1 
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contention and my exposition of it, 

THE CHAIRMAN: It is common ground is it, that 
br. Brown does not consider any loss in any of the capital for 
operating with regard to the manufecture of natural gasoline, 
MR. FRAWLEY: That is quite so; 

TH® CHAIRMAN: In other words he has not had 

the Royalite operation presented to him nor the Gas & Oil 
Products neturel gasoline manufacture. 

Me COT TLE: in other words, he approached 

the problem solely from the point of the refiner. He has 

not considered the point of view of the natural gasoline 
manufacturer. 

THE CHAIRMAN: May I ask, has he regarded, from 
the standpoint of the Gas & 4+il Products that they purchase 
casing head at $2.14 for its natural gasoline department? 

MR. COTTEE: Quite. 

MR. FRAWLEY: Yese That I think, that is the 
issue I think, Mr. Mehaffy says, "We do not buy it.” 

THE CHAIRMAN: Well now, you speak of ma@mufacturing 
natural gasoline, does the refinery's function, would it not 
be a matter of refining to get the naturel gasoline that you 


put on the market? 


MR. FRAWLEY: You see as I understand it, 


Mr. Cottle can speak more completely, it is something which 


is bought like a crude oil, it is a material. 


MR. COTTLE: It is an umrefined material and 


it is sold on the basis of its vepor pressures Before the 


Befiner pats to it he has to stebilizse it. 


THE CHAIRMAN: When you speak of manufacturing, 


what does that mean? 
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MR. COTTLE: That means extracting the natural 


gasoline from the naturel gas in the field, 
MR. FRAWLEY: Perhaps it is not the best word 
but it is a distinct operation which zesults in this material. 
THE CHAIRMAN: Oh, yes. 
MR. FRAWLSY: So that is all I can say, that 
presents the natural gasoline issue raised by Gas & Oil 
Products I think quite clearly and probebly sufficiently for 
the determination of the Commission, 

Now I want to proceed to discuss 
"Refining" with the Commission and I am very sorry that I 
fird thet my Refining Memorandum is down stairs. Twill toma 
be two minutes in getting it. 
THES CHAP RMAN : You have nothing more to say about 
this Conservation or do you come back to it or what? 
MR. FRAWLEY: No, I do not come back to it and 
as I say, all I can do is to reed to the Commission, and I am 
sure you do not want me to do that --- 
THE CHAIRMAN: No. 
MR. FRAWLEY: Whet Dr. Frey said. There is one 
little final stetement summing up what he said but it is there 
and readily available to the Commission to read. 


THE CHAIRMAN: YeS.o 


MR. FRAWLEY: Turning now, Mr. Chairman and 


Mr. Commissioner, to a consideration of the next problem 


and that is of “Refining”, I first wovld like to simply list -- 


THT CH ATRMAN: Mr, Frawley. what is your submission 


on Conservation? We follow Dr. Frey; is that om rrect, in 


rm i it to make? 
any recommendation whieh we see fit & 


MR. FRAWLEY: I think I have to agree to that, 
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that that must be my submission, that Dr. Frey has made 
recommendetions to the Commission and there is nothing 
contrary presented, If one had any word of criticism 
Copvcew ere, ay Gli it is only in those places where he 

talks about the legal requirements of a Statute. I 

think in one place, Mr. Chairman, he said he thought that 
there must be or should be a statement of policy, a declar- 
euLouw or policy. Now in my reading of the American Statutes 
that is something which always goes in there, We do not 
have that. I remember in the Privy Council last summer, 
the Privy Council reading a section of that kind in the 
social Credit Act and wondering about it perhaps, putting 

it mildly, wondering about what it meant and it was just 

a declaration of policy and it is rather extraneous to 

find in a Canadian Statute, - but that is not very important 
bit that is one thing that Dr. Frey does suggest in which 
he may be applying too literally for the consideration of 
this Commission, considerations in the making of Statutues; 


thet applies in these American Unions. 


Tey CHAIRMAN: Now I do not, I must say that I 
do not think he was referring so much to the workings of 
the Legislative Council as to whet form these Stetutes 
should take but rather that the Body that was to administer 


under the Statute should have enunciated precisely what 


its duties were. 


} fR e F RAW Lay 5 Qu Ef sf Ge 
THE CHATRIIAN: Its duties and powers, in short, 


fie mot. seu up at all as @ despot and told to go it blind, 


perhaps getting & wrone impression, that is what I 


gathered, 
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MR. HARVIE: it states in Volume 137, 

Page 15,556 that the Conservation Agency should be given 
eroad powers but it should also be furnished with a number 
of impod#tent directions, firstly, & clear cut declaration 


Perot: t= 


THE CHATRMAN: Volume 137 at what? 
MR. FRAWLEY: You had that very refererite this 


Mori. Paces.) 06 and’ 15,557 s 
"There should be a clear-cut understandable declaration 
SOTO LSY', There should be definitions as to what 
"constitutes waste." 
Now I think it wes there perhaps hg wrg thinking, I do not 
krew, thet in our Statutes we need to define "waste". I 
presume that we could, that may be a question of Dr. Frey's 
Ovinion of what is or is not right. I presume the Legisla- 
ture could delegate to the regulatory body, this Conservation 
Body, the power to define waste. Now if Dr. Frey means 
that thet is one thing but if he means that the Legislature 


enoulad ao 1t.that is another thing, 


THE CHALTRMAN : Do you not think he méyys --- 
WE. FRAWLEY: There should be definitions, 
TH= CHAT RMAN: You see supposing that we say, 


supposing the Legislature said, "Well we perhaps have not 


the special knowledge." 


MR. FRAWLEY: That is right. 


THE CH/ IRIAN: "But we delegate to the Board we 


mre setting up that we think has special knowledge or will 


; : “ 
acquire it,, the power to determine what is waste. 


MR. FRAWLAY: at is rights 


THT OUATRMAN: But is there not something more 
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involved, not only should the Board decide what is waste 
but that everybody who may come under the orders of the 
Board should know what precisely waste is, 

MR, FRAWLZY: Weld,ayes. 

THE CHAIRMAN: That amounts to saying, the 
Board might think something waste today and something else 
tomorrow 3 they might be guite whimsical about it all. 

It struck me that the Doctor intended to convey the 
impression that it should be known exactly what waste is, 
to everybody. 

MR. FRAWLEY: Yes, if, as and when the Board 
under these delegated powers arrive at a definition of 

waste, that that should be known. 

THE CHATRMAN : Ys. 

MR, FRAWLEY: And it should stand, as it were, 
until there was some necessary modification of it. 

TH® CHAIRMAN: YesSo 

MR, FRAWLEY: I do not think he could have 
meant anything more than that because frankly, as you have 
intimated, I do not think the Legislature. should be 


dabbling around and defining waste. They do not know 


anything about it. They would have to necesserily adopt 


somebody's opinion ebout it. We may as well face realities 


there so that that important question, and it is an important 
question, that question of waste, it is very vital because 


it is part of the attyck which has been made or part of the 


objection which has been made to the Board here, that is one 


of the vital things, is Mr. Mehaffy's client doing waste? 
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MR. FRALEY: Now just as a mere matter 
of mechanies and procedure, it seams to me better to have 

a Board défihe that in its wisdom than the Legislature, 

and I would think that is all Drs Frey meant. If he 

tee ht anything more than that; if he meant it should go 
into the Statutes, I think I would hsve to very respectfully 
suggest that the Commission disagree with him in that 
respect, knowing what we do ebout, what shall I say, the 
imperfections of Legislatures and the lack of precise and 
technical knowledge of Legislatures to very intelligently, 
of its own knowledge, define waste. 

THE CHAIRMAN: Dr. Frey gave us a number 
of special statutes, one of which received his blessing, 

as I remember. 

MR. FRAWLEY: Exhibit "672" is the 
Arkansas Oil & Gas Conservation Law. That is Act Number 

105 of 1939. 

THE CHAIRMAN: What are the others, do 
you remember, Nr.Frawley? 

MR. FRAWIEY: In that general connection.... 
THB CHAIRMAN: He sent in some later do 
you remember? 

VR. FRAWLY: He sent in something later 
which I will find for you now. He sent us in the Cole Bill, 
Exhibit "700". And the Code of Fair Competition for the 


Petro leum Industry, Bxhibdit "701". He also sent us at the 


same time Exhibit "699", The Final Report of the Marketing 
Divisi on, Petroleum Administrative Board. But it may 
very well be that in this Arkansas Bill waste is defined. 


No, waste is not definod. Ah! Waste of oil and gas as 
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defined in this Act is hereby prohibited. So it is defined. 


THE CHAIRMAN: Yes. 
MR. FRA VLEY: It. is defined, 
THE CHAIRMAN: It is purely arguable 


as to whether or not it should not be - that is as to whether 
or not the Legislature, having decided to give the stamp of 
its approval to Conservaticn, it should not be concerned with 
What its appointees are going to do. I just say it is 
arguablee 

MR. NOLAN: It seems to be perfectly 
clear from what Dr.Brown's evidence is. There should be a 
clear-cut understandable declaration of policy, which 

Should serve the operations of the Conservation Board, and 
there should be, amongst other declarations of policy, one 

for example, defining what would be eonsidered to be waste. 
There should be a clear-cut understandable declaration of 
policy. The Board should be furnished with a number of 
important directions and there should be definitions as to 
what constitutes waste or what constitutes the other factors 
included in the broad declaration of policy. « Vie conservation 
agency should p, directed what to look fore It should also 

be directed what to act on, that is the things it must do 

in order to be sure thet everyone has an opportunity, everyone 
whe has an interest has an opportunity at equitable ad just- 
Ments.™ 

VR. FRAULEY: You ses, being very 
specific about the definition of "waste". 


Mine CHA TRMA {ie That is Page 15,336? 


MR. NOLAN: Page 16,336 in Volume 
es 


MR. FRAVLEY: Waste is defined in the 
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Arkansas law, and perhaps it is gust as well the question 
was raised. Let me read the definition. My submission is 
it is a very rigid thing. The Legislature speaks and it 
has spoken for a year. | 

"T. laste’ dn addition to its ordinary meening, 

: Shall mean "physical waste" ag that term is 

" generally understood in the oil and gas industry. 

" It shall inelude;- 


" (1) The ineffieient, exeessive or improper 


Mi use or dissipation of reservoir energy; and the 

Me locating, spacing, drilling, equipping, operating 
Hi or producing of any oil or gas well or wells ina 
M manner whieh results, or tends to result, in 

¥ reducing the quantity of oil or gas ultimately 

My to be recovered from any rool in this state. 

e Pe The ineffieient storing of oil; and the 

as locating, spacing, drilling, ‘equipping, 

" "operating or producing of any oil or gas well 

- or wells in a manner causing, or tending to cause, 
: unnecessary or excessive surface loss or destruction 
: erroil Of geass 


2 (3)  <buse of the correlative rights and opportunities 
" of each owner of oil and gas in a common reservoir 
2 due to non-uniform, disproportionate, and unrateable 


n withdrawals causing undue drainage between tracts 
4 of lands 


" (4) Producing oil or gas in such manner as to cause 


: unnecessary water channeling or coning. 
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n (5) The operation of any oil well or wells with an 
" toefficient gas-oil ratio, 
“ 
n (6) The drowning with water of any stratum or part 


sh thereof capable of producing oil or ZaSe 


" (7) Underground waste however e¢aused and whether or 

" not defined. 

" (8) The creation of unnecessary fire hazards. 

n (9) The oseape into the open air, from a well producing 
m both oil and gas, of gas in excess of the amount which 

i is necessary in the efficient drilling or operation of 


" the wll. 
" . (10) The use of gas for the manufacture of carbon black. 


us (1L) Permitting gas produced from a gas woll to escape 


" into the air," 


Now, Mr. Chairman, I am 
not suggesting that all of these things are not properly 
definable as waste. I just say thet if that definition 
went into a Statute of this Province without some sort of 


an omnibus clause at the end, that that would be a little 


rigid. I do not know that we would want that number 10. 
at all. "The use of natural gas for the manufacture of 


Carbon black." It may be in this Province the manufacturo 


of carbon black should be encouraged from gas. I am 


just speculating about that. If, in the State of Arkansas 


Carbon black scannot be manufactured from gas - I think 
there was at one time a Little endeavour in the Craigmyle 


district whore there was thought to be 4 gas supply and 


ses 
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Someone thought carbon black siete we menufactured out 
there. In the State of Arkansas it cannot be apparently. 
Well, all of these things may be proper and reasonable 
and not too restrictive at all, but I would rather see that 
delegated to the Conservation Board to define "waste". 

Now in the Gole Act, 
which is Exhibit "700", this is the Federal Act. Sub-section 
5, the Federal Cole Bill, Section 5 says:- 
THE CHAIRMAN: Which is that? 
MR. FRAWLEY: The Federal Bill, itxhibit 
#700" Mr. Chairman. 
THE CHAIRMAN: The other was "672" was it? 
MR. FRALEY: Exhibit "6724" was the 
Arkansas State Act. 
THE CHAIRMAN: Is that the one that Dr. 
Frey rather praised, the Arkansas one? 
MR. FRSUIBY: That was the one all right 
that he referred to and I think he did refer to it in some 
such terms as it wes up-to-date. 
MR. NOLAN: I thought he said the 
general characteristics of the Arkansas plan were to be found 


in the Act now in the Congress of the United States? 


MR. FRAWLEY: That would be the Cole 


Bill. That is he could see some similarity in the principlss 


between tthe two Acts. 


M .NOLAN: Yes, I think he brought out 


that fact. 
[R. FRA\LSY: well, (a). 
"(a) The Commissioner is authorized and empov ered 


"to investigate the conditions of petroleum production 
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"in all fields within the United States, including 
"fields wmich may be discovered hereafter, to 
"determine whether or not the methods and practices 
"employed in the recovery of petroleum from deposits 
"thereof, and in operations precedent thereto and 
"attendant thervon, are effective in preventing the 
"avoidable physical waste of crude oil and the 
"avoidable waste of reservoir energy available for 
“the recovery of crude oil. Such investigations 
"shall be made in such sequence as may be feasible 
"and from time to time as the Commissioner shall 


"determine to be necessary. 


"(b) Within the meaning of subsection (a) of this 


"seetion:- 

~ (1.9 Physical waste of crude oil shall be 

a deemed to include the loss or destruction of 
" erude oil after reeovery thereof such as to 
8 prevent its application to useful purposes, 
v and the entrapment or isolation oF crude 


" oil through irregular or premature encroachment 
: of water, the loss or dissipation underground 

" of crude odor natural gas, and the premature 
Ht release of natural gas from solution in crude 
oil, all such as to render impracticable the 


" recovery of such crude oile 


n (2. Waste of reservoir onergy shall be deemed 
" to inelude the use or dissipation of such energy, 
" Gither aS gas onergy, hydrostatic energy, or other 


u natural energy, at any time at a rate or in a 


tt manner which would result in the exhaustion of 


it at veces’ 
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the energy available for the recovery of crude 

oll prior to the recovery of the ultimate quantity 
of ¢rude oil which sich energy would be or might 
be made offective in recoverihg or rendoring 
recovetable. Reservoir energy available for the 
recovery of crude oil shall be deemed to inelude 
that naturel energy existent in any deposit 
containing crude oil in the recovery of thich such 


energy may be made effective. 


"(c) In making the determination required in sub- 


"section (a) of this section, the Commissioner shall 


"consider, for each field as a whole and for the several 


"ynarts thereof, sueh information as may be obtainable 


“Yas to:- 


YW 


Lb 


(1) to porosity, permeahility, and other 
characteristics of the dsposit or deposits. 

(2) the nature and cheracter of the reservoir 
energy; 

(3) well spacing, drilling practices, well 
Casing and well completions; 

(4) the rate of decline in reservoir pressure 
per unit of crude oil produced; 

(5) the ratio of natural gas production to 
the amount of crude oil produced; 

(6) the rate and menner of water encroachment 
within the productive formations; 

(7) the ratio of produrtion of crude oil to 


estimated reserves, 


(8} the methods of well completion, presence 
j 


of gas caps, and presence of gas-bearing zones 
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: open to any well; 
n (9)  e¢onditions of storage of crude oil 
a recovered; and 
a (10) other characteristies and conditions of 
v4 the source of supply and production therefrom." 


Now going on to Section 


6 (a)s- 


"Secs 6 (a) If, upon investigation of any field, 
"the Commissioner shall find that the methods and 
"prastices then employed therein are effective in 
"preventing avoidable waste, as waste is defined 

"in sub-section (b) of Section 5 of this Act, and 
“shall have no reason to believethat methods or 
"practices which will result in avoidable waste are 
"about to be employed therein, he shall issue his 
"finding to that effect, Tne Commissioner shall 
"make known such finding to the State agency charged 
"with the regulation of pot leum development and 
"production, or to the governor where there is no 
"such agency, of the State or States wherein such 
"field is situated, and shall cause such other pub- 
"licity to be given such finding as he shall deem 
Nadvisable. Such field shall be subject to subsequent 
"similar investigation to be made at Such time or 


Times as the Commissioner shall deem necessary. 


" (bo) If, upon investigation or any field, the 
"Commissioner shall find that methods and practi¢es 
Nomployed therein, & which he shall have reason to 
“believe are about to be employed therein, are not 


“effective in preventing avoidable waste, as waste 
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"is defined in subseetion (b) of section 5 of this 
"Act, he shall issue his findings of fact, and 
"Shall by regulation designate and define with 
“particularity those methods and practices whieh 
"he Shall find to be wasteful. The Commissioner 
"shall make known his findings of fact to the State 
"agency charged with the regulation of petroleum 
"development and production, or to the governor 
"where there is no such agency, of the State or 
"States wherein such field is situated. In the 
"promulgation of regulations under this section 
"the Commissioner shall consider and make proper 
"provision concerning, among others, the following 


"factors of waste: 


n (1) The spacing, location, drilling, completion, 

" or production of any well or wells so as to cause 

u waste of reservoir snergy. 

} (2) The loss by escape into the air am by wasteful 
” burnimg of natural gas. 

i (3) The Loss by evaporation, exposure, or wasteful 
: burning ‘of crude orl. 

" (4) The existence or creation of fire hazards. 

" (5) The drowning with water of any stratum capable 
Mi of producing crude oi] or naturel gas, or both. 

z (6) The oseape of crude oil from a producti vo 

" formation through drainage, seepage, or uncon~ 

" trolled migraticne 


" (7) The premature release cf natural gas from 


i. solution in crude oil. 


. Pe 5 . 
ut (8) The operation of any well producing crude 


. oil with an inefficient gas-oil ratio. 
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" (9) The inefficient, excessive, or improper 
u use of reservoir chergys 


" (10) The oxéessive production of hatural gas 


" alone or in ¢onjunction with erude oil from a 


Me source of supply containing both even though 

i such natural gas is used or transported for 

u use in the generation of light, heat, or power, 
" or for other ~wrposes. 

0 (11) The atandonment of any well in such manner 
i as to render any crude oil unreeoverable or 


M reservoir energy unavailable for the recovery of. 


n erude oil. 


W 
" (c) In the investigation of the methods and practices 


"employed in any field, the Commissioner shall consider 
"the following, or any one of them, to be prima facies 


“evidence of avoidable waste; 


uN (1) The operation of any flowing well producing 

i either crude oil or natural gas, or both, 

" substantially at its open-flow capacity; 

n (2) The production of crude oil from any flowing 

" well in any field at a rate which, in its relation- 
\ ship to the known crude-oil reserves of said well 

n or. ficld, is substantially in excess of the rate of 
n production in relationship to roscrves.in other 

" fields in which the Commissioner has found, under 


" subsection (a) of Section 6 of this Act, that the 


" methods and practices therein employed are effective 
4 in preventing avoidable waste; 
a (3) Subseguent to one year after the effective 


n date of this Act, the production of crude oil or 
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ui natural ges, or both, from any field subject 
" to investigation under this Act without the 
uy concurrent and reasonably accurate determin-~ 
m ation, by the producers in said field." 


You see the difficulty with 
us here, Sir, in this Commission is, that we do not know what 
the present Conservation Board is doing. We have not had the 
Aet present, presented to the Commission even as a basis of 
the Legislation - well yes, Mr. Nolan has done that because 
tet i6 probably in theblack book. But that is all. We 
have not had anybody from the Board. 

THE CHAIRMAN: Of course we can look 
at the Statute which will be of interest to us anyway. 

MR. FRALEY: Yes, but we do not know 
whether or not in the modus operardi of the Board's orders 
and their vork from day to day, they have present in their 
minds these things, or any one of them. It may be that 
they have present in their minds all of these things 

in the Arkansas Act. 

THE CHAIRVAD: The point I am making 
for your consideration and submission is that it is not 

so important what they have in their minds as that they 
have a conerete declaration as to whet is in their minds 
and the whole public know about it; that everything they 
do is in pursuance to = declared plan. 

MR. FRA’ LEY: Being a plan of their 


own creation or ecrcated for than by the Legislature it 


Re i a 8 aie Whether of their own or 
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of the Lovislature. Wwe have no particular views about it, 
tap) hes 


pase 
I at Ces ; 


ne 2D 


tabi edt e988” 


dittw ytive lt 


4 


She AUR Ee 2 st RD a Nee 
fadw em fon, 06 sei 
etd bent don “vad 8 


is 


ake pa ae nye nol eadina 


Les 


ry 


omni 


Te aay ao “ow “ait eo a bet 


eae 


sane i 


wit yeait eo Ce 
sh ad ve i ot 


J iabat wo. 
ae. i 
. ae ' i 


toute at ‘abe abit 


bere 


Seu 
Tod i +e edt 


eee 


abril nee ae 


vie Fi 


ve arate ie a .e 
fo Geese ba ae 
; t 
. it 
DES 
oe Trista) 
mo “1 a i a we Ps 
Nev ae : . fi 4 
pi : ie ae 
een 


I Srebenie cles b eet ay t 
Fi ya» BY St Tate ah by of nh 
Kengo tok? to 


5 
oe af ley Ea a arora 


rs ots evo by he 


¥ i Ga 


1-3 
2 
-17,078- 


Je de Fravisy, KC. 


of course. But I am ssying I got from Dr. Frey that 
there must not be a nyt hing ther is locked in the minds 

of the Conservation Board that those who may have any 
interest, directly or indirectly, may not have access 

to. Is that the way you interpret it? 

MR. FRY: LEY: I think listening to 
him that is s fair statement to make, yes. 

TH? CHAIRJAN: You See you have a 
Statute which is very general in its character, and we 
know precisely nothing about what is being done under him. 
Certainly the suggestion is from those who have spoken 
that they do not get to know. 

MR. FRALEY: YoS » VOU SS Gee iete 

THE CHAIRMAN: That is not a criticism, 
but it is talking about what is a constructive thing for 
the future. And I am asking if you think Dr, Frey's evidence 
carries you that far or it dows not. 

Mak. FRAVLSY: You see it is almost 
obvious end I need not state it,but it is somewhat 
embarrassing for me because IL think with respect to each 
and every other issue that has come before the Commission 
there havc been two eases presented and I have beon the 

in the fortunats position where I have nerely left to 
comment, only for the assistance of the Commission upon 
the two submissions; upon the two contentions. 

THE CHAIRMAN: | I think perhaps you do 
your sulk duty by directing us to what Dr.Frey has said, 
and stating that it is your submission that he should be 
followed, with the exception as to the declaration of 
policy by the Legislature which may not have special 


knowledge to justify the doclaration as distinguished 
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from delegating it to a body that either has or should 

be able to get the special knowledgs. 

MRe FRALEY: That is right, Mr. 
Chairman. Now coming to the question of refining. I first 
want to just simply state to the Commission who are the 
people refining in this Province, more largely for the 
purposes of eliminating them, in company with Dr. Brown, 
because that is what Dr. Brown has done. He has, for the 
reasons I] will give you, climinated them all from his 
consideration except the Imperial Oil Company. ‘Je have 

in this area the Imperial Oil Limited, British American 

Oil Company, Gas & Oil Products Limited, Lion Oils Limited, 
Becker Oil Company and one or two other small refineries 
which arc hardly worth mentioning. Certainly we have no 
record of them at all. ‘“’e know Mr. Munro is operating a 
small refinery near Calgary. Mr. Huff is operating a small 
operation on Montana erude at Lethbridge. ‘ie Know at one 
time there was a refinery operation at Red Deer, but my 
latest information is that has now bcen abandoned. ‘Then 

we have the ‘iainwright operation, of course, thet we havé 
not gone into at all, for the viry good reason and justifiable 
reason they have nothing at all todo with arriving at 
the cost of refining, which is the answer that the Commission 
must make to the Licutemant-Governor-in-Souncil. 

Now with respect to these 
other companies I am merely going to point the Commission 
to where their evidence is. In view of Dr. Brown's 
evidence, which I am bound to accept , I sse no very great 
value in the Commission spending any time really in 


exploring the other operations. But there is the Becker 


operation. Thet evidence will be found - and I put it into 
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the record - in Volumes110, 115, amd 116. We have in 
Volume 110 the witnesses Sadleir and Becker. In Volume 
115 we have the witness Becker, and in Volume 116 

a short appearance of a witness Gibb. ‘The exhibits 
containing the information with respect to the Becker 
operation are Bxhibits "593" and "594", In addition to 
that I need only say that that was in 1938 a skimming 
plant operation and very small volume, small in the 
whole Provincial picture. I ssy skimming operations. 

I do recall thst Mr. Becker insisted he had a small - 
he was not pressing it on us at all, but he did say he 
had a small cracking plant and so as a result of that 
Statement...... 

THE CHAI RAN: A rather home-made 
affair, as I understand ite 

MR. FRSWLEY: Yes, a small Little 
cracking plant. I was so struck with that, because I 
had always been taught there was no cracking plant in 
this Provinee exeept the dmperial's and the British 
American's, until the other day Nr. Mayland started, 

but I certainly had to explore that. So we arranged with 
Mr. Becker and he was good enough to permit the Bthyl 
Gasoline Corporation to take a sample of his gasoline 
which he e¢alled his cracked gasoline, and which we found 
was being sold across the street in Haton's yard, and 
when the analysis came back we found the gasoline he is 
selling incidentally in the regular strueture only has 
an octane of 63. Well thet is not for me to say he 


should not be selling it in the second structure. Let him 


sell it if he can. Thet is competition again. 


THE CHAIRMA N: I suppose you are going 
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to speak about standards before you are done? 
MR. FRALEY: Yes, I am going to say 
Something about that and that would resolve that and 
it will be kind of hard on the small Becker operation. 
Iam afraid thet they cannot continue, once gasoline is 
standardized, they could hardly eontinus to sell 63 octane 
gasoline even though they do call it di-oCtane, as regular 
gasoline. Then the Lion Oils Limited also was rejected. 
I use that word without any offence of course,by Dr. Brown, 
and we find that if we want to look at what they had to 
say about their refining operation we find thet in Volume 
wE0. 
THE CHAIRMAN: “what did you say? 
Rejected? I just got the word "rejected". 
ME. FRAWL AY: Dy. Brown rejectdd the 
rsfining operations, all refining operations in the Province 
for his purposes except the Imperial Oil Limited. I say 
that Lion Oils Limited - their story can be found as told by 
Ths Mini Logie and Plotkins in Volume 100 and by 
the same witnesses in Volume 118. For the information of 
the Commission their story is contained in Exhibits"542" 
mpgo eh o44", "596", THo7T, N59E" end "O99"... Tewe ice 
during the period whieh we have been reviewing wes a 
skimming plant operation with small volume. 

Gas & O11 Products 
Limited, their evidence is contained in Volume 59, as given 
by the witness Scrimgeour, and in Volume 109 as given by 
the witnesses Scrimgeour and Jones; in Volume 158, the 
witness Boyd, and in Volume 139 by the witnesses Boyd and 
Mayland. The exhibits are Exhibits "258", "259", "260", 
"261", "262", "537" and "538". That in the period under 
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review was a skimming plant operation. They also had an 
absorption plant in connection with it but they were still 
@ skimming plant operation. In other words, they served 
only th, third structure market, the new plant only 
coming into operation in the middle of November, 1939. 

The British American 
Gil Company, that is the refining operations, the evidence 
is given in Volumes 100, 101 and 102, by the witnesses 
Miller and Bronsdéon in 100, by the witness Bronsdon in 
1601, and also by the witness Bronsdon in 102. Their refining 
SubmMissionais contained in Exhibits "475", "476", "478", "27gn 
and "480", In 1938 the British American had no refining 
operation exeept two omergemey opsrations, one by its sub- 
Sidiary, the Bell Refining, and one at its Coutts plant. 
The British American, therefore,had no refining costs of 
their own im 1938. The Bell plant and the Coutts plant 
were skimming operations and only temporary operations 
at that. And it is for those reasons that they have not 
been taken into account, as indeed they eoulc not have been 
taken into account by Dr. Brown in his evidence, always 
subject, of course, to the ostimates that he mado» I am 
speaking about what he actually had to eonsidor. 

Then we come to tho 
Imperial il Limited. In 1938 they had a normal refining 
operation, making all products fcr their own marketing 
department and for their jobbers. It is also interesting 
to know the extent of the volume of business whieh the 
Imperial enjoyed as a refinere Exhibit "456" shows that 
in 1938 they refined 39,167,546.1 gallons of tax collected 
preduets, which excludes sales to the Dominion Government, 


pallies of Varsol. cleaning fluid, sales of fuel oll, Which 
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is exempt from tax, and sales of heavy fuel oil. That is 
just to give you an idea of the extent of their operations, 
and that 39)000,000 gallons dogs not inelude the British 
Amoridah runsi That is their oWh busihess; because the 
89,000; 00 alone is hot very informativee The percentage 
of the total tax collected sales was 49.61% and the per- 
centage of the total sales was 53.84%. That is when you 
add the heavy fuel oil and the Dominion Government seles 
and coal oil. fven of the taxable products you see that 
they manufactured, they refined just an even half, an even 
50% less a small decimal point, of all of the tax collected 
gasoline sold in the Province. Wow why does Dr. Brown 

take the Imperial Oil? Well, he takes it because it is 
the only complete operation in the Provines. It is the 
Only operation which gives us a picture of all of the 
refining phases. For instanes, if we analyze it, if we 

had taken Gas & Oi1 Products for instanee, or Lion Oils, 

we would not have been able to find out anything about the 
cost of making Ethyl gasoline or "&" gasoline. v6 might 
have found out how to make third structure gasoline, but 
we could not have found out the cost of all of the products. 
But the Imperial operation gives us the cost of refining 
all the products. Now you may say "At least we would be 
helped perhaps to know what Gas & Oil Products, What their 
experience was in making third structure gasoline." That 
is where Dr. Brown's opinion comes in, and I want to 

refer you to what Dr. Brown seys about that when he 

rejects these other operations; not using the word offen- 
sively, of course. In Volume 77 on Page 8,951 and 8,95c. 
This is the first of two or threes short refercnees that 


I want to give to you and L give it to you first because 
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it does appear first, although I must confess it is on 
just a slightly different point, of course. 
We ‘Oll, Dr. Brown, just to put a supposititious 
ut case to you, supposing you had to give an 
i Bpimion vavyour professional capac ty; ...- 
"A AS to how it should be regarded? 
"Q No, as to what would be a fair price to the 
uf public per gallon for gasoline, how would you 
E approach it? 
we I would start to analyze the situation on the 
" bagicnthat, I found ite, ds I find’ it here,* it 


‘ is a competitive industry with, well, three or 


“ four refineries, producing the produets desired 
: from the crude oil. Then the Lowest cost refiner 
" would be the one whieh should set the price in 


i. a competitive industry. It would seem to me 
is that the best way to do it would be then to 
: analyze the operations of all of the refiners 


is who are marketing in the territory and figure 


: out what is the low cost for the refining of 
" erude oil. In other words, what is the cost 
be to the lowest cost refiner. And thet should 
n then set the price on the prineiple of free 


e competition. 


"Q And if you were coneernod with that in a local 


" situation, would you be concerned to aseertain 
" whet the lowest eost refiner was doing in that 
: locality? 


"A Thst is correct." 
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"Q. MR. FRAWLEY: How about volume? 
"A. That is one of the factors. 

"Q. Yes? 

"A. The assumption would be in free competition--- 
"Q- Would you take the Plotking', the Lion Re~ 
“finery. That is the amallest of the four we 
y have been talking about. The Imperial, the 
" Bo Ae, the Mayland and the Lion. I am just 
y bothered about that. You could not take a 

4 plant that was too small, a four hundred or 
, a five hundred barrel a day plant, could 

" you? 

"A. The small plant will not be the low cost 

i plant. 

"Q. No, he would not be this man which is the 

¥ lowest cost refiner? 

Th. No. 

"Q.- He might be. 

" THE CHALRWAN: He could not be on the 
ef Doctor's theory as I understand it, because 
. the one with the great volume will be lower- 
ii ing its cost. 

'Q. MR. HRAWLEY: We first find which of 
" the four is the lowest cost refiner, is that 


xu what L understand you to say? 


WA. Yese 
Suppose we found Mr. Plotkins with just his 


™ 400 or 500 barrel a day plant was the lowest? 


"A. Make that supposition. 


That would not still advance your problem or 
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iy that would not help? 

"Ae Let us siake the supposition that Plotkins had 
" a refinery ~ which I think is still @ suppos~ 
a ition and contrary to fact ~ and if he was 

” able to produce the products required from 

a that, and that he was the low cost producer? 
"Q. Yes? 

"A. Then he would set the price for the gasoline 
x and the other products in this territory, 

e because he could make a profit and sell it 

4g at these prices, which is a fair price. Then 
" if the other people could not meet that price 
and still stay in business. he wiil enlarge 

4 his plant and he will continue to process the 
“a erude at no increase in cost, and still be 

” able to make a profit and supply the entire 

“ harket . That is the theory or the way en 

ty engineer looks at it. At least that is the 

- principle of free competition." 


Then going to page 8955---+ 


THa CHATRiiAN: sell now does he go on? 


WR. FRAWLEY: Yes, he deals with that 


because he says he does not make the products, that is 


ie Oils ilction, all these people other than the 


Imperial do not make the products. E-will. give it to 


you and them perhaps we can discuss it. 


TH CHAIRMAN: LOWES subi 6 Pe 


whether it comes into conflict with that statement 


that Dr. Frey made and we have to face that sooner or 


ne 


ty 


we 
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later, is it right to take the standard of excellence 
of the Imperial that has as good a plant as anyone, 

Or are whey in conflict? Something is the fact, if 
they are not in conflict all right but if they are 

we have to consider to whom we will give the weight. 
ike FRAWLEY: I have rend Dre Frey and 
rvad it two or three timesgce+- 

THE CHAIRMAN: You remember that part I 
am referring to. 

oRe FRAWLEY: Yes, he says it would be 
dangerous to take for the standard of excellence the 
one with the low cost, it might tend to monopoly. 

THs CHAIN AN: Yes. 

MR.o FRAWLEY: And one can easily 
theorize with him about that but of course my difficul- 
ty is this, and it is a very simple, practical one, 

the Lieutenant-Governor=-In-Council has asked this 
Commission to find out the cost of refining gasoline, 
that is one of the pigeon-holes. Wow we cannot find 

it unless we take the Imperial. We just camnot find it. 
We would gladly have taken wr- Harvie's clients and 
analysed his products but he didn’t have one at that 
tims. Gas and Oil Products has not one. We would 
never find it.. I think it is a practi¢cal -consider— 
ation that forces us in tho last analysis to take the 


Imperial. We could say to the Lieutenant-Governor-in- 


Gouncil but it would seem a strange answer to me "\e 
cannot find out the cost of making uwthyl and "Q". We 
can take some of the smaller plants and say what it 
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Frey says "We must take the Imperial. We have not any- 
body else to take". We could make a negative answer 

to the Lieutenant-Governorin=-Gouncil but .that does not 
make sense to me. At least it is extraordinary. 

THY CHALTHMAN: But before we reach that 

do the two statements stack up, where that may lead us 

is another matter of course. 

MR. FRAWLEY: Let us get to it. 

THa CHATIMAN: Is another separate way 

but lirs Frawley we have beem careful to ask other counsel 
to let us know when they feel that they would like a rest 


and I hope that applies equally to you. 


line FRAWLEY: I have the same privilege. 
THE CHATRH.AN: Yes. 
MWRe FRAWLEY: Thank youe It was not 


Christmas week wren they were talking. 

THE CHAITAMAN: You suit yourself entirely. 
MRe FRAWLIY: Yee, L071) Lend ties a 
getting more woaried than I was wheh I started this, I 
will let you. know, sir. I would like to find what Dr. 
Frey says now because I quite agree it is a difficulty, 
it ie a.ditficulty,,and I just. hope it, does not resulta-- 


THE CHALWMALN: we have to face it squarely 


and give effect to it. 


uke NOLAN: Volume 162, page 14,790 or 


thereabouts. 


Re FRAWLEY: You see you really have to 


go back I think to get the sense, the complete sense of 


that answer. You perhaps have got to go back not much 


be yond 14,786. You were asking him, lire Chairman, or 
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thereabouts~--- 
THE CHiALRiiad N: | Yes, page 14,783 he was 
on something else, whether the Government should inten 
vene . . 
IR » FRAWLEY: | Yes but perhups page 
14,785, three-quarters of the way down page 14,785, you 
say: 
"Now if that is so do you think that there might 
"not be a further case for proper Governme nt 
"intervention in that the public should not 
“have to pay & price that is too high while 
"waiting for the forces of what we might term 
"the rule of drainage to impress upon the price 
"leaders thut there should be a reduction in 
"the higher priced products. What is your view 
"about that?" 

That is, whether the price 
of gasoline, was or was not too high and then he says; 
"Well, the first thing that I would like to 
“be clear about is that there is competition 

"in the regular structure and in lthyl and that 
"although it may seem that there is more com~ 
"Dhetition in third than there is in the other 
"two, that there nevertheless is competition in 
"the two better products." 
And thea he tells us 
all the other things that he has to consider and he 


says he has considered them and them on page 14,789 you 


say to hin: 
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"And of course, the other factor you mentioned 

"first, the profits of the companies." 

That those are the 

various things that he would be considering to arrive 
at an opinion whether or not ths price of gasoline was 
too high, the transportation facilities, the railway 
situation; the distance factor from ie verter markets, 
the state of highway dsvelopment and so on and so on, 


and then I think I should road from here, you say to 


Prams 
"mQ And of courses, the other factor you mentioned 
N first, the profits of the companies? 
"h Tier provits of the companies." 
THE CHAIRMAN: ‘here are you now? 
MR. FRALEY: At page 14,789 and TI 


think that is*the beginning of its 
“ie have had a very limited opportunity to 
"Yoxamine the profits of all the companhiss, for 
Nas Mr. Sottls has related it has been impossible 
"to make as careful an analysis of all of the 
"sompanies operating as of the one particular 
"compa hye Nov, I also recognize that there is 
"a danger in that situetion of generalizing too 
"far about things on the experiences of one company 
"4n particular detail and quite a number of other 
Neompenies in lesser detaile Because a 
"thing that might be recom iended by a spec- 
"ifie company because of a ye culiar set of 
Neircumstances might work unreasonable ben- 


"efits for some and unreasonable harm to 
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"others, and I could not consistently advocate 


"any radical changes of any kind, because there 


"is too much potential danger one way or the 


"other, in taking an extreme position on a sit~ 


"uation in which the various factors are so 


"delicately in adjustment. 


"Oo - 


W 


TT 


"Ae 


That is to say, you say it wouldbe & wrong 
view to take the standard of excellence of 
the biggest company and say all others shoulda 
approximate to that or go out of business? 

I think it would be very dangerous. It might 
destroy competition and I do not think it is 
desirable to destroy the competition because 


the ultimate result that we want is free com= 


‘YL 


petition. 
Yes; well, 1 interrupted you, Doctor, you were 
saying that you had had a limited opportunity 
to study the profit situation? 
Just a limited opportunity, limited by the 
ability to get the figures and Mr. Cottle's 
figures are not in detail on all companies. 


Yes, so that you were not able to make a full 


and complete examination of the profit sit- 


uation to the extent that you would like to 
have done? 


No sir.® 


Now of course let me say 


at once that we must not forget that Dr. rey is talking 


about marketing. 


He certainly did not look at any re~ 
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fining profits. There is that about it and Dr. Brown 
is talking about refining and if there is any clash — 
about it, one is‘in his own sphere and the other is in 
his sphere, whether that is any help or not. 
THE CHA TRic ai : ell of course he is talke 
ing about profits here. You see it all comes back to 
When the Government might take a hand. He said he would 
look amongst other things at their propostion and I 
think that is carried through and in 14,790 we come 
back to profits, or 14,789 rather and I say to him; 

o And, of course, the other factor you mentioned 

i first, the profits of the companies?" 

Now we are back to that. 

MR. FRAWLEY: | Yes, just before that 
question, lire Chairman, the end of the question pre~ 
viously and the answer: 

"These are some of the things I have been think- 

"ine about in trying to arrive at a conclusion 

"concerning the nature of the marketing problem". 
THE CHAI AN: Yes. 
MRe FRAWLiY: "The nature of the market- 
ing problem", and that is just before you say WANG .o2 
course the other factor you sientioned first, the profits 
of the companies", page 14,789. 
THE CHAIRMAN: Les- 
MR. FRAWLEY: He certainly seems to 
think that it would be dangerous for the Government to 
gtart fixing, or any regulatory body start fixing prices 


on the standard of excellence, namely the profits per- 


formance. 
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THE CHAIRMAN: On page 14,787 he says: 
"I will go this way. I will say that the general 
"principles that I enunciated before, that if 
"the price is so high and so cleerly high that 
"the public should be protected from that high 
"price, whether it is on one, two or three or 
"half a dozen products, that the public has an 
“interest and that public interest to me could 
"logically be expressed by the State." 

Now then you see that is 
where it starts I think, should the Government come mt 
MRe FRAWLEY: Quite. 

THE CHAIRAIAN: Should the Government have 

an interest. 

MRe FRAWLEY: — Yes, when does the Govern= 


ment interest develop. 

THE CHAIRMAN: And I think it is not 
Mavtorins profits as distinguished from refining profits 
at all. He is directing his mind as to when the Govern- 
ment should take an interest and I would say that the 
effect of his evidence was that in deciding that, in de+ 
ciding whether or not profits are too great, too high, 

too low or anything else that the Government should look 
at the profits of only one and it happens to be the lowest 
cost. 

MR. FRAWLEY: | Yes, he could say that, he 
could quite properly say that too, Mr- Chairman, he is 
talking of principles» 


THE CHAIRMAN: That is right. 


MRe FRAWLEY: The fact that he does not 
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know what those profits areownea 


THE CHALKivA IN; Joes not effect him one 


way or the other. 


MR. FRAWLEY: No. 
THE CHAIRMAN: That ie right. 
MR « FRAWLEY: po 1 think there is no 


particular circumstance in his apologizing for not hav- 
ing looked very carefully at these profits. 

THe CHALTRAN: And when Dr. Brown gays 
you should always take the lowest cost he is speaking 
also from his point of view. 

MRe FRAWLEY: You remember he said "I 
would come in here for a client", that is the approach 
which he took for himself or you gave it to him, and 

he said “I would be seh age Eesade as a business prop~ 
Osition to find the lowest cost". Well in any event he 
has eliminated from his consideration all of the re- 
fineries other than Imperial and my remarks of course---= 
THLE CHAIRMAN: And you say as a practical 
thing you have not got anybody else. 

MRa FRAWLEY: No.» That is why I am 
giving you for what it is worth, an analysis and my ap~ 
preciation of the Imperial's refining operations because 
if you are driven to it that must be your answer of 
course, but I take it that you will not make a completely 
negative answer unless you are forced to do it from the 
evidence so for wit it is worth, and I hope to assist 
you in appreciating the Imperial's refining operation, I 
have some views to advance which I intend to do and that 


is all I have to say with regard to the, necessarily with 
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regard to the refining operation, saying nothing about 
the other companies at all but to lay a foundation for 
the rejection of the other companies I have to call your 
attention to the two or three pages in the evidence 
where Dr. Brown does that very thing, he starts at page 
8955 in Volume 77; 
TQ. I was'a little fearful that the Commission 
w might have the idea that you could take 
i what we have got here in this Province, 
e four or five plants that there are, and take 
H the lowest cost that exists in those actual 
We plants? 
NA. For producing all of the products required 
" by this territory. 
"Q. But when they do not produce all the 
x products, does not that create a difficulty? 
wR PRAWELY + Then we eliminate them. 
"A. They are eliminated. They cannot do the job. 
"Q. Nobody pretends iir. Plotkins can produce any- 
ig thing but third structure gasoline at the 
ae ona As I understand you that does not, 
a with the rest, answer the Chairman's 
bi question. 
¥ THE CHATRMAN : why should not Dr. Brown's 
. theory apply to third structure gasoline, if 
si he igs not making anything else? If he is not 
t supplying anything else? 
TQ. MR. FRAWLEY: What do you say about 


: that? We will assume he is making third 
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2] ¢ j ; 
structure gasoline in reasonably large quan- 


"tities. How about that? Does he fit in in 


“any way? 


"As 


Let us suppose Plotkins’ one plant which 

is capable of making only thira grade gas- 
oline. 

Yes? 

And nothing else? 

Yes, that is the fact? 

He is unable to supply this territory with 
its requirements. 

Yes, that is right? 

He might, because of conditions of free and 
open competition sell his third grade gas+ 
Oline at a low price, which, in turn, will 
Gause the other producers to reduce their 
price for that same product to equal his. 
then he is faced with the difficulty of 
getting rid of the residue from his skimming 
or topping plant. This territory has a 
limited requirement for that residue, and un- 
less one of the other plants is kind-hearted 
enough to take that residue off his hands, 
he will soon fill his tanks full of this 
residue and then go out of the picture. Then 
the people who can supply the products re=~ 
quired by the industry will again be in com= 
petition with each other and that particular 


price of third structure gasoline will again 
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"yisee That has been repeated time after time 
“over all parts of the United States. It is a 
"matter of history. In other words, I have 
"seen that same operation in my State in the 
"past five or six years repeated many times. 

"It 18 a marginal producer of a particular 
"product who can exist only so long as the 
"other companies hold an umbrella over him, and 
“give him the protection that he needs to 

"market his products. As soon as he stands on 
“his own two feet, unless he is able to supply 
"all the products required by the territory he 
"Wis serving. he goes out of the picture. 

"Q. Because, one way or the other, out completely 
" or into complete operation? 

"A. Unless the other refineries hold an umbrella 
" over his own operations. 

"Q.Thm. he could continue with this one part of 

" the marke? 

"QeYes, as long as they are kind-hearted enough 

" to take the other products away from him,or 

" hold an umbrella over that operation. 

"Q. He either goes out or he goes into the crack- 
" ing operation and endeavours to supply all the 
" products? 

" THE CHATRIAN: Unless as the witness 

" says he can get those taken away from him. 

TA. But he is purely a marginal producer which 

" cannot supply the products, the requirements 


Ne ,ote pie territory 


"Q. MR» FRAWLEY: When he is only making 
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NA. Yes. 
: "Q- We are back then to finding the lowest cost 


"refiner in the territory; and examining his 

: operation, and he must be a person ~ well 

, let us talk plainly about the British 
"American Oil Company. They have certainly 

iM as far as the market is concerned, consider- 
i ably less of the market than the Imperial, so 
“ presumably their daily throughout would be 

Lh somewhat less, although their capacity may be 
" up to the capacity of the Imperial Oil. Do 

Mi you think it is of value for us to endeavour 
m to find the cost of the British American 011 
" Company, to find the refinery cost? You know 
Ms something about the plant only having been 
built and so on? 

"A. It is not yet really on stream." 

And he goes on tu talk 
about the British American, and that is not material, 
and abcut the Lion Refining Company and then the Gas and 
Oil Products plant and then: 

"Q. Mr. Maylam of the Gas and Oil Products, 

" Limited in Turner Valley is not able to 

. supply the market. We know as a fact he 

. is purchasing his first and second 

" structure requirements through mother re- 
" finery. 


"4 He would be of no use in this consider- 


" atione 
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‘We have been told he is now actually con 


structing a eracking unit. You say he is 
not in the picture? 

if hé id notin a position to supply all 
the products required he cannot be a des 
termining factor in this price. 

fhat climinates the Lion and the Mayland. 
then we have two left. 

THE OHA ThiwAN: You say he is con= 
structing a cracking plant?" 


shat is referring to May~ 


land and then on page 8959; 
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As soon ag he is in the nicture and ready to 
Supply all kinds of products from iithyl to 
the lowest motor fuel? 

Well, even when he cannot supply all, but 
when he is supplying a substantial number 

of those products which are required — he 
may not be making any asphalt or something 
like that - but just the same if he is sup= 
plying only one product like third grade 
gasoline from a skimming plant, I know from 
experience that is not a real factor in de- 
termining what is a fair price for gasoline." 


171d PGHSLY “Lb Es in that 


fashion, then on page 8960: 
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FRA WLiY: Let me put it concretely 


go. you, Tf" may- ~ ~The ijayland interests now 


sell a certain amount of first and second 
structure gasoline which they buy from the 


Imperial kefinery.» Now let us take that 
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" out. Let us push that back on the Imperial 
" Refinery and substitute some galionage that 
" Mr. Mayland will be making himself? 
"AeWhen and as and if this Maylend Refinery is 
"able to produce a competitive standard grade 
" grade Of gasoline, third grade gasoline and 
" one or two of the burning oils, they then 
" would certainly have to be considered." 
But only them he Says, 80 
that is the evidence which I refer to to eed ee ny 
submission that we are driven to the Imperial Oil 
Operations in this area and so we have to consider 
from the evidence,an examination of the Exhibits for- 
tunately is really all that we need--=< 

THE CHAT RAMAN: Do you not want to say 
something, more, Mr. Frawley, namely that,=in support 
of the view you are putting forward, namely that no 
other refinery is suggested here, that they are 

quite capable, when they get their cracking plant in, 
of competing with imperial Oil in every vay. 

MRo FRAWLEY: No one has ever suggested 
they are not able. 

THE CHALTRMAN: Oh yes- 


MRe FRAWLEY: Because Mr. Mayland him- 


self who is the No» 1 potential competitor at the 


moment is very complacent about it, he says We sell 


against them in the market, we can make a better 


gasoline than they make and depem on quality to 


market my volume*, sc he is not complaining. 


THE CHAIR AN: and Mr- Plotkins has not 


been hestitant in pointing out that while he may not 
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have the capital behind him, that he is just amart 
enough to stay in the picture ae a real competitor of 


this company. 


MR. FRAWLUY: ‘Vert. 
THS CHAT GiAN: And that is why he is 


getting the cracking plant. 

MRe FRAWLEY: That is true. 

THa CHATR AN: That is before us. Perhaps 
it is right to say that even although Dr. Frey were 
right and even although we thought that his statement 
and Dr. Brown's did not jibe, that nevertheless on the 
evidence before us there is nothing to lead us to 

think that the picture which the Imp rial presents and 
which the competitors say they can meet, might not be 

a periectly proper one for us to act wpon, 

MR. FRAWLILY : If we had selected a re» 
finery, supposing it was a complete operation, the 
British American had been complete or the i.ayland plant, 
if they had been complete, when we began our Inquiry, 
sone other than the price leader, then we might have 

not the same Gifficulty but it seems to me we are on 
fairly safe ground when we take the price leader, the 
price maker, the company that makes the price which all 


others follow. I am giving due effect to everything 


that Dr. Frey says; to me it would seem extraordinary 


if we just went out and took a plant---- 
TH CHALTR: AN: Tt is just as well to 
pause there about that because what they say is that, 


as I understand the evidence, is that nobody really 
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follows the price leader; it ig just that the price 
leader is probably the biggest man in the market and 
he is the most sensitive to competitive forces ang so 


the first to yield by changing hia position up ox 


down. 
MR o FRAWLEY . Yes. 
THE CHAT Ha N: And that those who follow 


him merely follow him because they recognize that that 
which he has given effect to by a changed price is a 


world condition that he must yield to and they must too. 


MR. FRAWLEY: Yes, but there is such a 
things 
THit CHAIRMAN: That they are merely say- 


ing "well his judgment is sound”, "the time has come 
When he has to move his position because of the impact 


of world competition", and he may be a day late ora 


day early or six months late or six months early but 


they are free to move at any time and they would accept 
the judgment of that price leader, that it is geherally 


accepted because he is the one that is most apt to 


recognize the world conditions because he wiil be the 


most hurt if he does not. Now that is my conception of 
what we are told, Mr. Frawley. 


MRo FRAWLEY: well Mrs Uhairman---~ 


THE CHAIRMAN: IT mean whether it is 
sound or not, would you say that is the effect of 
what we are told about the price leader's position in 
any field. 


Mk. FRAWLEY: Well I rather ,-may be ort 


the same impression but I rather took it that the 
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evidence said that in every field there must be a price 
leader and generally that is the biggest man. He is 
not a bad man at all. He is the man you would expect 
to, that you would look to, to establish the price, hus 
price, 00% a price, his ‘price. 

WR. NOLAN: No, Mr. Chairman--+- 

THE CHATRiAAN: No, the price that he 
must establish to maintain his position in the market, 
because of the competitive vonditions surrounding him 
and the rest of the world. 

Re FRAWLEY: Oh yes, I do not say-e-= 
THis CHATRIMAN; It is not that he does it 
sebitrarily but the force of competition forces him up 
Or down. 

MR o FRAWLE : Yes, but there isa price 
leader, a price maker. The price is established from 
time to time by Imperial Oil. 

THH CHAIRMAN: Well of course our evidence 
is that the price leader is not always followed. 

MRe FRAWLEY: jhab 2ace-< 

THE CHA IRAN: He may be followed, he is 
more liable to be followed down but he frequently is 


not followed up» 


MRe FRAWLEY: hose are just general obs 


gervations by the witnesses Frey and Brown but in this 


Province=-<--~ 


MReo HARVIL: And in the evidence of our 


company we did not follow him in the second-last 


Just a little late. that 


Clits 


MR>» FRAWLEY: 
48 all. Mr. Harvie. You pieked him up in October and 


added them both together so that does not matter very 
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ike COTTLE s In the long swing though. 
Mite: FRAWLEY: rom July to October and 


Tt am not being unkind in saying that you just waited 
that time, to get around to it, but you got around to 
it very well. You picked it all up and you are now to 
the decimal point with cir-. olan. There is nothing 
wrong about that and they make no apologies for it. 
There is nothing wrong about it. In fact I am glad 
there is a price leader because the whole of my marke t+ 
ing department picture is going to be directed to the 
advisability of doing all we can to keep Wir. Halverson 
a8 sensitive as we can to all these competitive forces 
because that is the only hope that the consumer has got, 
unless you go out and fix the price, the only hope the 
consumer has got, is to keep worryying Mr. Halverson 
enough that that worry expresses itself in a tank wagon 
Cut » 

MRe NOLAN: mnat 18 exactly what the 
Chairman has been putting to you, lire Frawley. ir. 
Halverson is so sensitive that he has to follow the 


conditions as they exist. 
MR. FRAWLEY: und it will be the tenor 

of my remarks, that we should create competitive con- 

@itions to see that su. Halverson is worried as often 

ag we can worry him and then he will from time to time 
do the only thing that the consumer is waiting for, 


drop that tank waggon, create conditions as lire Plotkins 


would say. andles said so often--- 
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THE CHALRHWAN: ) You are hee forgotten, 

Mr. Plotkins, even although you were away for awhile. 
MAJOR LIPSETT: Mre Frawley (1h) you 

limit it to the Imperial, are you not up against this 
difficulty which is present in my mind with reference 

to the British smerican, you cannot fix their cost be= 
Gause they are not running for long enough but you are 
attempting to fix the costs of the Imperial'ts new re- 
finery which is not yet completed, to some extent behind 
the British American in that respect, by relating their 


costS8to their costsin 1988. 


WR « FRAWLEY: Yeso 

MAJOR LIPSETT: On an entirely different 
plant . 

PiRe FRAWLEY: That is what wre Brown has 


done. He has been able to do it and IL appreciatec--- 


MRe HARVIL: He did the same thing with 


the British American. 
MAJOR LIPSETT: He has to some extent safe- 
guarded himself by setting up a theoretical plant, an 


efficient plant and taking the costs from that. 


(Page 17,106 follows) 
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MR. FRAWLEY: sefore we get to that paper 
plant of his, he has given us an estimate of next year's 
Imperial operation and next year'g B.A. operation and so on. 
We have to have regard to that, I am quite sure. 
THE CHAIRMAN: he is putting up his sip noat eee 


case to check the plant that he is actually dealing with. 


MR. FRAWLEY: Yes. 
THE CHAIRMAN: aw ovr invi tatirou. eile sare 


"Now, Supposing these plants are obsolete". 

MR. FRAVISY: Yes...) have er nete or teat. i har 
UsMy bel did that.) It was at your’ own invitation.” T have 
made a fairly careful analysis of his eight estimates and I 
think we have to have regard to those estimates. Now, that 
brings me to a review of the Imperial operations and we have 
Nea presented here in very great detail an analysis of the 
Imperial's 1958 refining operations. Now, I thought that, 
perhaps, my friend ur. Nolan:might have gone in some detail 
into that operation but he did not, and I may be just wearying 
the Commission by saying anything about that. But, on the 
other hand, it might help just to have collected in one place 
the Exhibits which show or which tell the story of the 
Imperial's 1938 refining operations. 

MR. NOLAN: P°diadsgo Late detvaiL. 

MR. FRAWLEY: I mean you did not do what I 
propose to do, Mr. Nolan, and that is take the Exhibits and 
more or less discuss them. As I say, that may be unnecessary 
to analyze each one at length, but I think it might serve 
something to describe in lay language just what these Exhibits 
are, eliminating a great many of them because I think for the 


Cormission to thoroughly and completely understand the 19348 
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Imperial refining operations it only need look at a handful 


of Exhibits, four of five or six Exhibits. They are these 


Exhibits. THe first is Exhibit 280" and is the financial 
statement-—--- 
THE CHAIRMaN: Dr. Brown does bring that up, we 


Sere Dour just Lert with 1938. 
MR. FRAWLEY: No, what I am saying is that I 
review the 1938 operation and I am saying, and it was suggested 
to him by you, that it might not be sufficient to take the 
purely historical picture, and then he said "Very well, I will 
give you a lot of other things," and he brought back eight 
other things, and I have those collected in one place for you. 
Now, the first Exhibit in the 1938 Imperial refining operation 
is Exhibit "280", and that can be briefly described as a 
financial statement showing (a) the cost of the crude run by 
the Calgary refinery in 1938; (b) the cost of operating the 
refinery; (c) that portion of the marketing expense in 
Alherta, Saskatchewan and British Columbia attributable to the 
products sold in those three areas which were manufactured in 
the Culgary refinery and (ad) the sales value realized by the 
Company in Alberta, Saskatchewan and British Golumbia from the 
sales of the products manufactured at the Calgary refinery. 
That, ice| the first Exhibit, "280"... The next Bxhibit is, 7604", 
and that is a breakdown of a number of items in Exhibit "280", 
selected at our request and broken down for our information 
merely to properly understand Exhibit heBO, And they are 


items of expense. They are items of manufacturing costs 


Such as salaries, wages, pensions and © on. 


The next Exhibit is Exhibit "305", 


end that is merely a breakdown of an item of miscellaneous 
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revenues totalling $36,321.97, appearing in sonaauie or or 
Bxhibit "280". That again, /I think I may say, was broken dewn 
at our request merely for a better understanding of the 
operation. 

The next is Exhibit "S06" and 
that is a breakdown of an item of administration and general 
expense totalling $67,973.05, in Schedule 4% of Exhibit "280". 

The next Exhibit is Exhibit "308", 
a refinery spread statement. That is a statement prepared to 
show the profit of operating the Calgary refinery----- 

THE CHATRMAN: "307" you did not mention. 

MR. FRALEY: Ne; we are eliminating vaplotees 
these. This boils do Wit to just the essential Exhibits. 
Exhibit "S08" is a very important one and it can be described 
as a statement to show the profit. It is the refinery spread 
statement. It can be described as a statement to show the 
profit in operating the Calgary refinery on the spread between 
the cost of the crude on the one hand and the prices realized 
from jobbers om the other hand. Both the cost of the crude 
and the realizations from the jobbers were adjusted to the 
prices that were in effect at the time the statement was 
prepared. That is to say about June, 1959. The reason for the 
adjustment was that there was a price reduction in 1938 in 
June, and our objective was to relate the 1938 profit ype rform- 
ance to ae current as of the date of the statement se as 
to make the examination of the prices intelligent. 

The next Benipitbeis '310'- 
which ig merely a historical statement of the manufactur ing 
costs per barrel extending from 1930 to 1958, and showing the 
cost which ranged from 55.56 cents to a high in 1933 of 


84.25 cents. I do not mean that 55 cents is the low. The 
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10W. 2S really POLI DS 44.51 cents, and the average for ‘the 
9 years, 63.94 cents. | 
| the next Exhibit pie = ae BS cram gs 
is a very important statement. That shows the capital employed 
in the Calgary refinery, totalling $2,976,032.01. 

The next Bxrhibit is # "S12" and 
that is a statement of the income and expense on the British 
American processing agreement. That was prepared to show how 
much profit the Imperial made on the British American pro- 
cessing agreement. 

The next Exhibit ie Exhibit "415", 
and that is a statement supplementary to Exhibit "311". That 
merely shows the details of capital assets. That is of no 
particular value and Mr. Cottle tells me that was prepared for 
Dr. 3rown's analysis. 

The next Exhibitsnow area 
number of Exhibits prepared by Mr. Cottle. The first is 
EBxhibit "666". That shows the refinery spread and that was 
given in Imperial Exhibit "308" but it is in more detail 
and shows something different by means of additional columns. 

The next statement of tir. Cottie's 
is Exhibit "667", which is a statement showing the cost at 
the refinery door of the various refined products manufactured 
at the Calgary refinery, computed by =r. Cottle, on the sales 
realization basis, and upon the basic data shown in Exhibit 
"SO". 

The next statement is Exhibit 
"668"and this is the last Exhibit ----- 

THE CHAIRMAN: Exhibit "666" aleo refers to 


Exhibit "308"? 
MR. FRALEY: It refers to Exhibit "308", page C. 
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The next Exhibit is "668", and 
that is a statement of the profit on the refined products 
manufactured, using the values contained in Exhibit "308" , 
namely the realization form the sales to Jobbers. Now, that 
is a brief description of the Exhibits----- | 
THE CHAIRMAN: These three documtnts, Exhibits 
"666" , "667" and "668", are Mr. Cottle's vork in respect of 


several phases of Exhibit "308"? 


MR. FRALEY: Yes, that is,quite right, Mr. 
Chairman. 

THE CHAIRMAN: 7 Yes? 

MR. FRAWLEY: wow, Exhibit "S08" and Exhibit 


seuelnearece bheyall impontant-Exhibits.<, Exhibit. "308". 
page. C.- I might give you, perhaps, just the reference in the 
evidence where these two Exhibits are discussed. bExhibit 
"308" is discussed by Dr. Brown in Volume 77, at page 9015, 
and ur. Cottle discusses his Exhibit "666" in Volume 130, at 
14,474. 

Now, these Exhibits come down to 
@ profit of $377,272.08 on the 1938 refinery operations, using 
the jobber prices as the selling prices f@ all goods manufacturec 
That simply requires an arbitrary decision to regard 
Mr. Halverson has a jobber and to charge him, to treat him 
as though he had paid jobber’s prices for the gasoline which 
he took from the refinery am marketed through his marketing 
department. Now, this figure of $377,272.08----- 
THE CHAIRMAN: That is the profit on refining? 
MR. FRAWIEY: is their profit onsrerining: 
That is the profit on Imperial's own run of crude of 12.68% 


on a refinery investment of $2,976,032.01. That is the f igure, 
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that is the capital investment figure you will find in @xhibit 
"611". They made a profit on their own run of 12.68%. But 

in addition there was a profit on the run of British American 
crude of $51,728.59. That is shown on @xhibit "312", which 
represents an additional return on the same investment. 

TH CHAIRMAN: Did we get Exhibit "312". We have 
Cou er OLE ame MSS. 

MR. FRALEY: yes, I gave you "Sanit t "Sit. aie 
that is mathe profit made on the processing agreement with B. Av 
THE CHAIRMAN: AAT ores 

MR. FRALEY: That represents an additional 
return on the same investment of 1.74%. Therefore, the refinery 
earned a total profit of 3429,000.67 or 14.2% on the investmext. 


The same investment, shown in Exhibit "311" of $2,976,032.01. 


MR. HARVIS: Is that not 14.42? 
MR. FRALEY: Yes. 14.46. Phat is the fistorical 


picture and that would be the beginning and end of it if the 
Chairman had not suggested to Dr. Brown in Volume 77---- 

THE CHATRMAN: That is that capital, if you 
please, on which there is a return of 14.42%? You gave it to 


us before. 


MR. COTTLE: $2 ,976,032.J1. 

MR. FRAWLEY: And: that is the historical picture. 
TH? CHAIRMAN: That is the refinery investment? 
MR. FRAWLEY: The refinery investment, yes,Sir. 
THE CHAIRMAN: You say their operations in 1938 


gave a return of 14.42% on that capital invested? 


MR. FRAWLEY: , That is when you add the 1.74% 
that they made through running the B. A. crude. On their own 


alone they made 12.68%. 
MR. COMMISSIONER LIPSETT: And ere those figures based on the 
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1938 figures with the reductions projected into 1939 in the 
s@lling prices? 

MR. FRAWLEY: Yes, disregarding the actual prices 
and assuming that they were in receipt of the lower prices 
during the whole of the year 1938. Really, they had a higher 
price on the Sth of January, well let us say the lst of 
January, to the é@lst of June, 1938. On the 21st of June, they 
lowered their »vrices. 

MR. COTTE: It is projecting the lower prices 
of 1939 back into the whole of 1938. 

MR. COMMISSIONER LIPsEerT wi, vos 

THE CHATRMAN: That makes the picture adverse to 
the company, if anything, or favourable. That makes the 
picture favourable to the company? 

MR. COTTIB: It really did not make a vreat 

deal of difference in the actual profit perfarmanece because 
their crude inventory cost was higher. I do not think ic is 
profits were changed very much by the adjustment but 
nevertheless the adjustment was necessary in order to relate 
the performance: to actual prices at a given time, and 
particularly at a time when the Commission was looking at 

the prices that were in effect. 

MR. COMMISSIONSR LIPSET?: What I was wondcring, Mr.C ottle, 
was this, whether if the company succeeded in making any 
Save. expendi ture---+— 

MR. COPPEE: In 1939. 

MR. COMMISSTOWZR LIPSETT «at the time by reason of which 
they gave the reduction, whether we ere considering the figures 


now on the basis as if their expenditures had been the same 


as they were. in 198. 
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J. J. Frawley. 
MR. COTTE: Necessarily, we are considering 
the picture on the basis of the profit performame and the 
yields that actually took place in the year 1938. Whether 
those operations can be conducted in 1939 or 1940 or 1941, 
more economically, we do not know. Except from the estimates 
that we have of Dr. Brown's in respect to the new plant. 
MR. COMMISSIONER LIPSET?: and whatever inference may be 
(tenn trom the Taet of the reduction in price, if any. 
MR. COTTLE: Yes; if any. ogo Wet) bhi we 
know why the price was reduced in June, 1938. 
THE CHAIRMAN: Eeonomie forces. 
MR. COTTIE: Yes, but the Commissioner said 
what inference we might draw. I do not know the exact nature 
of the inferences that might be drawn. H@onomic forces is 
a retner large thing. 
MR. FRAWLEY: Well, there is always one particular 


economic force that asserts itself at the moment and they 


vVield. 
THE CHAIRMAN: The last straw. 
MR. COMMISSIONER “LIPSET?: What I am trying to find. out ig 


Tiss if in fact at the time of these reductions, or since, ime 
companies were able to reduce their expenditures in the 
refinery, then this percentage of return would correspondingly 
increase above the 14.42%. 

MR. COTTLIE: Yes, if savings have subsequently 
been made in the refinery operation it naturally would change 
the profit performance. And conversely if increased 
expenditures have been incurred it would operate tae other way. 
MR. FRAWLEY: Now, as i say, that is the 


historical gituation, but at page 8991 and 8996 of Volume 77 
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Doves Frawley. 


the Chairman made a suggestion to Dr. Brown. 

THS CHAIRMAN: . Volume 77? 

MR. FRAVUERY: We" Page SIV 20 (ela peban ]yeneed. 
not read it. You remember you simply put it to him tc 
answer the questions properly this Commission would or obably 


be required to not rest content with the purely historical 


picture and Dr. Brown then said he would----well, you said 
"THE CHAIRMAN: Well, I do not know, we have 
"had one experience with history. ‘Ye might not, I do not 


"know, be content to rely entirely upon history. 
"If it were established to our satisfaction by someone 
"that a plant set up today, although I do not gather 
"from your evidence *hat you would subscribe to it under 
"the circumstances that exist here, but if it were estab- 
"“Tashed to our ee satisfaction that a plant set up 
"to-day would operate at a manufacturing cost of 20 cents 
"a barrel less, I do not know, Mr. Frawley, that we would 
"take the history of Imperial and say to His Honour, the 
"Lieutenant Governor, that the price should be based on 
"that historical situation, not for a minute. 
IR. FRAWLEY: Wo, with that I agree." 
THE CHAIRMAN: You share whatever responsibility 
there was for getting in to this other field. 
MR. FRAWLEY: Yoss “1b as) been la Trva tS 
piek out this man's estimates. J think I have done it and that 
is what I want to do now, tell you all the estimates he did 
make. I have gone to the trouble of sorting it all out and 
putting it into ea little folder and I will be glad to hand 
that in to the Commission. 
THE CHAIRMAN: Ye will be very glad to have it. 


This ig his modern economical refinery. 
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J. J. Frawley. Pugh 
MR. FRAWLEY: This is everything. That is only 
mpemeNO. OC, 1 think. In this little memorandum I start on page 
1 with what I have just left, the Historical Analysis. I 
thought I had better collect it there, although it could not 
be properly called aneéstimate. But On paper? ofthese Pei tie 
folder I give you the ay Olitie humber and the page number of 
the historical analysis for the 1988 ape rial Oil operations. 
I need not read it. It comes out to a rate of return of 14.42% 
when you add the return of 1.74 that they made on the British 
American run. Now, the Second pase really starts his 
estimates,and his first estimate is "Estimate of 1938 Imperial 
Cperation if no British American Contract.” He deals with that 
fy VOLume 127 at page 14195. He says that if the 
Imperial did not have the British American contract that the 
profit would have been $297,000.00, or a rate of return of 10.1%. 
Now, Dr. Brown got his 10.1% by 
using the approximate figure of $2,950,000.00 instead of 
$2,976,000.00, ag the capital invested. Using the latter 
corrected figure, the rate of return is 9.98%. Then I call 
your attention to the fact this estimate is not dealt with in 
Dr. Brown's memorandum, which he sent from Ann arbor, 
Book 71 1" 
The next one is his Estimate of 
Imperial 1938 Operation without British «merican Contract but 
with new Tmperial Plant. 
THE CHAIRMAN: Just a minute, Mr. Frawley, I 
have 14.42, that is vith the British smerican's 1.74% included. 
MR. FRAWLEY: That iS a Stor Pea 7S te Bot an 
estimate. I just put it here for convenience sake. Really, 
we start the estimates on the next page. 


THE CH AIRMAN: I am wondering where that 9.98% 


comes in. 
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J. Jd. Frawley. 
MR. COTTIE: Page 2, 9.98% is Dr. Brown's 
estimate of what the performanee wuld have been in 1938 had 
the erude that was run for B. A. not been run. Now, the 
running of the crude for the B. 4. gave a lower average per 
barrel cost to the. Imperial on their.own. 
THE CHAIRMAN : £ understand that. 
MR. FRAWLEY: As I say, the estimate of the 
128% Imperiale ut, no. B.A. contract. Dr. Brown does not deal 
with that in nis memorandum. He deals with all the others. 
Now, the next one is his Estimate of the Imperial 1938 
operation without British American Contract but with the new 
Imperial Plant. Assuming that in 1938 they have their new 
plant but did not have the British American contract. He 
just endeavoured to put it on all bases for us. If the 
Imperial had, in 1938, the new plant, the profit would have 
been, without the British American contract, and running 
4,750 barrels per day, $603,000.00, or 12.2%. 
THE CHAIRMAN: That is to say the 9.96% clanges 
to 12.2% because of the greater efficiency of the new plant, 
is that it? 
MR. FRAWLEY: Yeg. His orofits and his invest- 
ment, of course, are different too, you know. He uses the 
1938 run of crude, 4750 barrels per day, and that comes to 
12, 2%. Now, the 12.2%, that is revised by, it has been 
correctly calculated by Mr. Cottle, and is 12.14%. But tlt 
is negligible. 
MR. COMMISSIONER LEPSET?: - Would that be the new rate of 


return on the new capital outlay? 


MR. FRAWLEY: Yes, he uses an investment of 
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J. dg. Frawley. 
$4 ,000,000.00. A new plant investment. He throws that back 
into 193%. Lt is a gupposititious calculation purely and seaeehter 
In my little folder, and in view of the fact this is not an 
Exhibit, prdbably I should eontinue on and read,in Exhibit 
"711", page 16, Example 2, Dr. Brown revises the PAUP O yor. 
$603,000.00 to $574,000.00, and using the investment of 
$4,728,000.00 supplied bv the Imperial, he shows a return of 
12.2%. Correctly calculated by Mr. Cottle, this figure is 
12.14%. 

Now, the next is, perhaps, 
important. ft is his estimate of the Imperia] 1940 Operation 
With the New vlant. 

Dr. Browm's estimate is that the 
imperial will run 5,500. barrels deily in the new plant. + He 
says that, using Imperial's own estimated costs, the amourt of 
which is not mentioned, and using capital investment of 
$4,728,000.00 given by Imperial, return on the investment 
would be 15.6%. 

Now, may I stop and say that that 
was dealt with by Dr. Brown in his evidence in Volume 127, 
at page 14,198. That is in the folder which I have given you, 
Of course. Tay teste.) ef thang. corner, dahaver given you 
that in each case. He says that would return 15.6%. 

In Exhibit 711, his memorandum, 
at page 16, Example 1, Dr. Brown shows a profit for the 
above operation of $710,000.00, which he computes to give a 
rate of return on capital invested of $4,728,000.00, of 15%. 
Mr. Cottle has made a slight change in that. He correctly 
calculates that at 15.02%. We will come back to that later. 


Tire next is an Estimate, in which 


he deals with, in Volume 127, at page 14198, this is his 
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J. d.. Frawley. 
Estimate of his substitute plant for the Imperial Operation. 
MR. COMMISSIONER LIPSET?: Now, Mr. Frawley, is that figure 


of 15.02% a return both on the new plant an@ on the abandoned 


plant? 
MR. FRAWLEY: [Ha (ES the rate of ‘return: @n-—-—= 
Mes COTTE: It is the return on the investment 


that will remain in the new plant, after the new plant is 
completed, and includes whatever investment is carried over 
ivom “the old: plant, of course. 

MR. COMMISSICNER LI°SETT: Does it also include anything in 
the old plant that has been scrapped? 

Mm. COPTLE: No, that is on the assumption that 
the #2,976,000.00 is the proper figure in Exhibit "311", ana 
that that provides sufficient reserve to fully depreciate any 
assets that are scrapped. 

MR. COMMISSIONER LIPSETT: That was the value yesterday or 
Paee year Of the old plant, was it? 

me. COTTE: These are the depreciated values 
in all cases. #2,976,000.00 is the depreciated value of the 
old plant and that is providing very substantial reserves on 
the old investment. Now, #4,728,000.00 represents the old 


figure of $2,976,000.00 plus the new investment. 


MR. COMMISSIONER LIPSETT: It is taken on book figures, is 
Io Ot? 

MR. COTTLE;: | Yes, it is taken on book figures. 
MR. COMMISSIONER LIPSETT: Whether the old plant is now 


scrapped or not, or is no longer useful, the new plant would 
still pay 15% on it? 
MR. COTTLE: The old plant originally cost 


#5,289,000.00. ‘There is a depreciation reserve of $3 ,444,000.00 
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shown on Exhibit "311", leaving a book value of $1,845,000.00, 
which is taken as the value of the 014 plant as it was when 
they started to build the new one. Now, if there is any old 
and obsolete equipment. that is going to be scrapped presumably 
if will ove written off against the depreciation reserve, 
which is rather substantial, #3,444,000.00. 


THE CHAIRMAN: Well, we will rise. 


(at this stage the Hearing was adjourned until 10:30 A. M. 


20th December, 1939.) 


oeeeeeeseee ve 8 8 @ 


eee 
re 


dealt 
ws Saat Les 
if \ 
ie 
i to's ' 
y3 yt 4 © 
i® " hy 
. 
' 
- Peaches a 
Ya EON REE gees ie ate age! gat 
ay eee am oe coy at ae on Sea a f 
Ls 
) 
f 


J.J. FRAWLEY 


e Prowince of Alberta 


TURE LIBRARY 


in 


—— 


7 


IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
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The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
| and 
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THE CHARAN : ute Frawley, we have 
Mr. Ray's printed books. 

whe FRA WLiY: Yes. 

THE ChATRuAN: He said that one would 
go to you. 

MRe FRAWLLY: One has gone. hr. 
Cottle has been given one, at leest two were left in 
our office last night and I presumed one was for ir. 
Cottle ana one for myself. 

re Chairman and wre 
Commissioner, yesterday you esked me to point to the 
evidence of Ee aco on the pipeline throughput, the 
large pipeline to the head of the Lake end we heve 
found that now, in Volume leo at page 1407e ; 

"Q. And to effect that change he must come 
ei up to, what do you say he must come up 
: to justify a pipeline? 

WA. I should think there should have to be 
A available some 40 to 50 thousand bar- 
: rels per dey over and above thet used 
Ky in the Prairie Frovinces." 

And we have had it run- 
ning all through the evidence that the Prairie Province 
consumption is on an all-year averege of 20 thousand 
berrels a day and there is some cross-examination which 
prececsad that and eauays it of the Chairman's which I 
think perhaps might be useful to call your attention 


to, it is this in-between period discussions. 
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MRe FRAWLEY $ I would suggest that you 
make a note sterting at page 14,070, m1, Tie a es 
for instance just take such &@ question as this on page 
14,074, it is the Chairman's question: 

"Q. Whet are we going to recommend between 

bf] 


the 20,000 stege where everybody is 


in happy and whe 70,000 stage where they will 


" be happy again but in between the 20 and 
sy D0 ov the 70, they are going to be very 
" unhappy and what are we to suggest? 


"AR. Well frankiy the only thing to suggest is 

¢ that they just go their way end see what 

i happeas, because when you heve got a sick 

i Sloan Lone ——— 

"GQ. What about this fringe we have been working 
‘ on, the economie fringe? 
"he Perhaps I am at a loss to really understand 
a some of your cuestions, I do not know. Mr. 
, Frawley tried to help me a moment ago." 

That was bad, he should 

not have looked te me. 

“Vike FRAWLEY: T was giving you my 


7 views and not the Chairman's at all, just 


2 another problem. 

tO. THE CHAI AN: I Gan sse quite well, 
" Dv, Frown, at least I hope i follcw what 

u you nave bee saying, that so much oil is 
u produced at a certain price? 


"|, Brought to the surface and marketed. 
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"Q- Brought to the surface and marketed at a 

Ms certain price? 

"A. Yes. 


"Qe Which I gather you think feir to the 


"producer and to the refiner who is buying 
4 it, alike? 
"A, Right." 


and so on. 

"Q. Now I say that if that is fair and proper 
" and it is folly to take less money to go 
* further-----+ 

"A. Under those conditions." 

There probably are some 
excursions into other collateral matters but it keeps 
on on the same matter because I find on page 14,077 he 
answers: 

"A. Then what will he do, he will drill his 

e wells, get his 70,000 or 60,0v0 or 

“ 70,000 barrels per day of oil available 

" -and then go to the bankers and say "I 

“i have 60,000 barrels of oil out here, I 

bi have a market down here in the Great Lekes 
My of enormous size and I am willing to pay, 
let us say, 40 cents per barrel to get 

u that oil from Turner Valley down to the 


" Great Lakes. If I put through so many 


A barrels per dey it is a good investment", 
" end them he has got a@ market at perhaps a 


n lower price, but still a price which nets 


3 a good profit for the much larger amount 
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Mote Od. NOW he may jist as well do that by 

y Simply being content with the situation, 

> before he started to drill these extra 
wells. 

"@- And which is the economical thing to do, to 
in keep drilling at great expense until you 

uy have got the 70,000 barvels per day in order 
‘A to gO into a market ‘thet is already fully | 
0 occupied. fully occupied? 

"Ae By "Heonomical™ de you mean from the profit 
a and less standpoint, I suppose you do? 

"O5.- Yes? 

"A. Well if the man is right in his estimate---—= 
Yo L may be taking you ont of your field 

" Doctor, this may be a matter for another man, 
"an economist?" 


Then Dr. Brown eannot be 


+ 


accused of being too modest because he said: 

tA, Well I am not rated 2s an economist but 
* IT am rated as an engineer and an engineer 
A deals with costs and things of that kind 
" but T want to be sure we are talking about 
i the same basis if it is a matter of profit 
ad and loss.” 

t do not know that I 


should pursue that any further. Jf think when you 


Come +o review it and find what was saia on that 
point you will find it running through these pages. 
THE CHA TRMAN: Stexting at page 14,070 


to where? 
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Mine FRAWLEY: Well I think the next 
ten pages, perhaps to 14,081 or 82, Mr. Chairmen. 

THE CHAIRMAN: Did he at any stage 
help us as to what is going to happen between 
20,000 and 60,000? 

MR. FRAWLEY: I do not think any more 


than anybody else did. 


THE CHATRMAN; "Weit and ses what hap= 
pens" . 
Vine FRAWLEY: Yes, you see you mean, I 


think that they seem to say that you cannot make up 
your mind now, frankly you cannot go to the banker and 
say "Well we have a lot of engineering estimates", and 
point to the evidence say before this Commission an 
talk about so many acres and so on and say “xe want 
$60,000,000", we cannot do that and then there seems 

to be nothing, nothing, suggested to this Commission 
from that sxtreme to the other extreme of drilling the 
holes and heaving she oil either above ground or capable 
of being brought above ground, and indeea is must be 


brought ahove ground to determine satisfactorllythe rate 


of flow and so on. 
THE CHA TRiv AN; Yes. 
MR. FRAWLEY: Up to & point anyway. 


THE CHALRi: AN: and now what I would like 


your views on, assuming that is the situation, does not 
: Sea s mo) 
it mean, or does it, an elimination of all small people 


in Turner Valley to reach the volume of oil in sight. 


enna: vell I think that is the 


very question that I put to or- srey and fortunaéely for 
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us he does deal with that, he deals with that in his 
Summary in Volune 137: 
THE CHATRWAN; If it would not be 
throwing you out of your. subject it would be nice to 
have thet here. 
MRe FRAWLBY: Oh no, guite all right. 
I have a note on that. Dr. Frey deals with that as 
completely as anyune does , in Volume 137, Page 15,341 
and it starts with Item number 12 of his summary, his 
twelfth summary or twelfth point, high lighting pros 
duction as he calls it; 
"le. The decline curve of production not only 
"affords an opportunity for new wells but de- 
"mands them end I think at that point I shvuuld 
"like to address myself to eother statement 
"that one often sees, and that is that the 
Wlarge company is in a position to drive the 
"small companies out of a field. Now, if you 
"have declines curves, ani you cannot avoid 
"them, then you must have new weils and the 
"reduced rate of production through holding 
"back pressure results in a longer pay-out 
"period, which should be reflected in a longer 
Ninvestment period; aud this adjustment te- 
Neomes more or less automatic when its prin- 
“ciples are more generally recognized, provid- 
Ning there is a spacing programme, or lacking 
"a rigid spacing pattern the acreage factor is 


"introduced into an allowable figure." 
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Frawley, K.G-. 


If I might interrupt 
he certainly is addressing himself in any event 
to our particular problem there, how satisfactorily 
he comes to a conclusion is another matter. 

"Now if the large company enjoyed the sup- 
"erior advantage it would have to totally 
"disregard the allowable, because it is 
Wjust as sudject to a reduction in allow 
"Table as the smaller cnmpany, and by reeson 
"of its experience it is thoroughly alive to 
*the fact that a longer pay-out period re- 
"salts in a longer investment period, I 
Yshpould alsu like to cite the experience in 
“the United States as to the operation of 
Tlargs companies iu fields that are tending 
"towards marginal. By reason of the fact that 
"the lorger companies employ highly trained 
"yeople and consequently people who draw com- 
"Davatively large salaries, there is, an ,over= 
Mhead problem in production that cannot be dis- 
"regarded and wha. a fielc is either pushed 
"down by alluwables or has naturally taken the 
“dowi trend by reason of the decline curven, 
"the large company does nut find that type uf 
"operation profitable and as a rule sells out 
tty g smaller company, that has a lower nver- 
‘head. And whem that compary reaches the same 
Hpnrsition as the larger company experienced, it 


Tsollg to a still smaller company and to another 
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"Gompany, and that is the way it goes until 

"finally the field is not owned by oil com- 

"panies at all but is owned by farmers who 

"pump the oil es an incident to their other 

"occupation. So that the trend in our 

"country is for the lerger companies to 

"abandon the tev~ritory that has gene to the 

"point where production does not justify their 

"enployment of high-priced management. I do 

"not mean to say that means high cost manage- 

"ment in all cases but it does as the pro- 

"duction runs dcwm" | 
TH CHA ThWAN: voes that cover ak 
MRe FRAWLEY: well I think he is ad- 
dressing himself to that. We have the allowable, we 
have the allowable. Now to theorize about this, as 
I said yesterday, production is going up, we are seek- 
ing to get this 69 or 70 thousand barrels. 
THE CHATRMAN: | Let us assume that. 
Mhe FRAWLEY: The prceduction goes up; 
Royalite drills its acreage anc the smaller compenies 
drill their acreage anf all the time the Gcnservation 
Board is there with an allowatle. 
THE C HALRWAN: f£nd long before that 
field has petered out because it is idle to talk about 
getting a pipeline in a field that has petered out, 
there is no use of talking pipeline then, but in that 
interim period where your field is rotentialily able to 


produce 60,000 barrels per day for the perio@ necessary 


ia tere 


J. J. Frawley, E.C. 


Cl 
9 


oe U7 ebee ie 


to amortize the pipeline to the Head of the Lakes, 
well I mean just what would happen to the small man. 
whe FRAWLEY: | Yes, itis Not sowie 
whet my views about it are, they are very unimportant 
but what the witnesses have told us.I think that is as 
much, that is es much as Dr. Frey tells us, end I do 


not know that Dr. Browz tells us any more. It might 


be well if I explored that passage which IL reaé to you 


this morning and see if he does come tu 2 ocnerete con= 
clusion there, which I will be very glad to give the 
Commission but I suppose it is true---- 

wh @ NOLAN; way IL interrupt, is the 


point whether the small producer is forced out of the 


picture. 
whe FRAWLEY: Pitched out. 
TH CHA TRUMAN: If we were to seek, if we 


were to amortize a pipeline to the Great Lakes, I 

say how can the gnall producer continue to ¢Xist when 

we are working up to that and we have to see,-assuming 

Dr. Browi is right,-we have to see 60,000 barrels a day 
in oil that is available before you can get the money. 

ine NOLAN: In Volume 127---- 

OH, CHAIRMAN: ell right, but between 
20,000 and 60,000 there is that hiatus in there where 

the oil is not moving; your market is 20,000, you are 

producing 60,000 and at the moment it strikes me, suvd- 


ject to what may be said to me, that the smail pro- 


Guecer is bound to go out because he cannot continne to 
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ey eee mee 


une NOLAN: I think this is the refer- 
ence you want. 
MR. FRAVLEY: Yes, thank you. iow how 


much we can get out of it for your infcrmation now I 
do not know but we will give you the vrefernece, In 
Volume 127, Dr. Brown tegins, page 14,158, now he be- 
gins by calling attention tv something which was in the 
Herald, in which he was quoted in the first person and 
he objected to that. He said, he quoted from the record 
really cf this Commission, he quoted from page 14,061 
which reads as follows: 

"At the present time' this is in answer to a 
question, Dr. Brown is reading: 

".t the present time, yes, because I dd not 

"helieve the possible prod ction from these 

"fields is sufficient to justify at the 

"present seeking a market as might be 

"sought if the production were 75,000 bar 

"pelo Q day. °L Go not believe. the actuns 

"nroduction in here is much over 20 or £5 

"thousand. Am LT right?™s 

Then he goes On; 

"T was unable to confirm thet figure yester- 

"day in this room but last evening and this 

"morning I find that the actual production 

Nis 26,000 barrels as compared with my 

"figure yesterday Of 20 to eo thousand bar- 

Mrels ard I indicated that at the present 

"time i% would be impcssible to supply a 


tmarket that might require 75,000 barrels per 
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"day; that is what I meant to say at the bottom 
"of page 14,061 and I find that the ougueitie po- 
"tential through a one-inch choke is some thing 
"under 60,000 barrels per day» 

" On the next page upon 
"further questioning regerding the amount of oil 
"which might be produced from this field I stated: 


a IT am speaking now outside of my field, 


i" But I believe from what I have been 
Hi told and from my observation that the 
" economic amount of oil that can te pro- 


" duced from these fields is not very much 

t in excess of 25,000 barrels a day. 

4 -t that time we were dis- 
"Gussing the economics of marketing crude vil and 
"T used the phrase "The economic amount of oil 
"that can be produced from these fields", taking 
‘into consideration the economic amount of oil 
tMwhich could be sold and it is certainly not 
"economical to produce more oil than can be 

“sold and that atatement should be interpreted 

T ond was intended to mean that it was not econ- 
"Yomical at the present time to produce more 

"than 25,000 barrels per day for the reason that 
tmore than 25,000 barrels per day at the present 
"time cannot be marketed without taking a very 


"severe cut in price, which I consider to be um 


“economical ."™ 


oS 
re, ee 
. 


at 
, 


aad E 
ant mt 

atin 
te ae 
es a 


ae 
o 

Bee} Re 

: 38 

c o 

, a 
5: : Y 
<a t 


pan 


- 


oo 


: 
co ha ve 
el Ms ; Ss 


Pi y 
seep 
aie te 
4 


2 : Kio 
L 
S a 


J. Js Frawley, XK. d- 


MR. FRAWIEY: At that time Dr. Brown really 
is explaining his differencés with the newspaper. Yes. 
MR. HARVIE: There is another reference here 
that may be right on the point, 'r. Frawley. Volume Leb. 
at page 14,094, where Mr. Commissioner Lipsett deals with 
the thing specifically and the reply came after lunch. 
THE CHAIRMAN: 14 what? 
MR. FRAWLEY: Page 14,094, Volume 126. I 
was just about to come, in Volume 127, to a reference by 
rr. Brown, but what Mr. Harvie has just shown me is probably 
what he is talking about. This is what he says at page 14,094 
in Volume 126: 
i MR. COMMISSIONER LIPSET?: LT an just. trying to 
u think out this intervening stage between the twenty 
x thousand and the seventy thousand and whether the aim 
should be to keep the market as you suggested of 
. twenty thousand barrels approximately. 
r THE CHAIRMAN: at the present price? 
” MR. CO.IMISSIONER LIPSET?: At the pesent price or 
" whether the aim should be to sell seventy thousand 
barrels at approximately that price and how that cm 
" pe reached without injustice to anybody in the 


N intervening stages?” 


That seems to be the point we 
are discussing this morning. 
", I cannot give you an answer or an opinion which would 
" be my firm belief that you can do anything without 
u creating some injustice to somebody. 
t THE CHAIRMAN: Now let us say that seventy 
‘ thousand is your point and they would construct 


tt a pipeline. Let us say that. 
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Toetranliey, K, OC. wee 
"A That would mean fifty thousand barrels through the 
pipeline. Twenty thousand in the Prairie Provinces 
and fifty thousand to the Great Lakes. 
"Q «All right. Seventy thousand is your objective. Now 
up and until that uipeline is dom and cperating it 
is uneconomic to market more than twenty thousand 
"Darrels. The other fifty thousand must be marketed 
s at a loss. 
"A Or not mrketed. 
"Q Or not marketed yes, kept in the ground? 
Be RL eh 
"Q So the producers of Turrer Valley would nevor be able 
n to finance the operation of drilling holes and leaving 
u thewoi. in the ,round? 
"A Somebocy has to finance it yes or else give it away, 
O cart it by rail dom to the Lakes or something like 
7 that which is very unsound. That is true. That is 
W history of the Industry. | 
"Q think we understand 2r. what your views are as to 
7 that. ™ 
MR. HARVIE: Ther they adjourned over the 
noon-hour and then he opens up again by saying: 
" %o you care to say anything more with respect to the 
i question you were discussing with the Chairman and 
" Commissioner wipsett this morning?" 
and he goes on to say that he has made some further notes 


with respect to it. 


MR. FRAWLEY: Yes, then I should give you 


this reference. Page 14,097 in Volume 126. In the middle 


of the page. 
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T made a few notes which I 
"think may be helpful in getting clear to you my ideas. 
‘Now with the conditions as they are, that is a good part 
"of the land owned by other than the people, owned by 
"private individuals and corporations and a good part 

"of the sté&te land itslf actually now under Lease, 1% 
"seems to me that the conditions, the basis on which the 
"erude oil resources of the province are being developed 
"is on a basis of competitive development with leasing 
"and drilling open tc all responsible parties under the 
"sontrol of the Beard of Petroleum and Natural Gas 
"Conservation. Now with that situation as it is, it 
"seems to me that, without doubt the best policy to 
"pursue is to leave the action of the individual, be he 
"an individual operatcr or small company or 4a large 
"company, as to whether to drill or not and where to 
"drill, to his own good or bad business judgment; that 
"any attempt to interfere or ecntrol this individual 
"hbasiness judgment will tend to limit development and 
"must lead to state ownership and operation as, if the 
‘state refuses to permit the individual citizen from 
"exercising his judgment as to when or where and how much 
risk to take in these speculative ventures, the state 
must ther be prepared to assume those risks itself in 
Norger that the natural resources will be developed; 
"then it Sa that the state should not decide for the 
Tandividual whether or not drilling should be permitted; 
Nin other words the state then should nut stop drilling, 
Tovyen if in the best judgment of the technical advisors 


"to the State or the province, they are convinced that it 
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Prawley. Ks. C. 
"is going tn be impossible to bring in a@ pipe-lihe. 
"I am still of the opinion that drilling should not even 
"then be eliminated. rt might though be desirable if 
"that situation arose for the state to refrain from 
"leasing any more of its land and Secondly 20 mio. a 
"it was thought necessary, withdraw from leases, on due 
"notice, some of the land which ms already been leased 
"but that is going perhaps further than is necessary. 
"Now the drilling permits are now regulated by the 
"Petroleum and Natural Gas Conservation Board. That 
"nrocedure should be continued and the Board shoulé be 
"allowed to continue with its present spacing programme 
"and in cases which might develop or in new fields which 
"may come in, they may modify that spacing programme. 
"They may require only one well to 160 acres instead of 
"40, or there may be some other arrangement made; that 
"is one way of controlling the speed with which the fields 
Nare developed but that shoulc be under the control of 
"the Petroleum Board as they control the drilling permits; 
"thirdly, the pro-ration should by all means be continued. 
"Pro-ration prevents the chaotic conditions which had 
"heen so often experienced in the States and it also 
"tends to protect the small producers; if there is no 
"nro-ration, as was brought out this morning by Mr. Frawley, 
"the small producer simply has to dump his oil et whatever 
"44 will bring in order to meet his day to day expenses 
Nand he igs actually robbed of his, - to all intents and 
actually rebbed of his oil when ‘he drilling 


"yurposes, - 


: . _1rTa + a — . 1% r 
Nhecomes excessive, while under pro-ration he is at least 


Nassured of his propor tionate amount of the market and ata 
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"definite price; without pru-ration he is not assured of 
"any market whatsoever ani at no price, so while it is 
"true under pro-ration, with drilling permits being 
"allowed for the field to be developed, to expand greater 
"than is necessary to supply the present market, the 
"small individual producer does have his return reduced 
"proportionately but he is never completely robbed of all 
"of his return, as has been the case where pro-ration 
wis nou in 6freet." 
He is contrasting pro-ration 
and no pro-ration. 
THE CHAIRMAN: He is really saying how you 
hola back and not how you get to the head of the Lakes, there. 
How you can,say om a proper economic basis. | 
MR. FRAWOBY: That is as much as I need read 
of Volume 126. In Volume 127, at page 14,162. ne saya. 
"4 Now arother point which was discussed yesterday and 
n or which I was not thoroughly prepared, - although 
4 I did not hesitate to speak my opinions, - was what 
" would happen to the present producers in the Turner 
" Valley ficld during ‘She period in which those wells 
" are drilled, so as to put the field in the position 
a of being able to produce some 50,000 barrels per day 
" without undue waste end I stated that it was my 
" cpinion that no har@ships would be brought upon the 
" gmall producer pecause of the fact that he would be 
‘ allowed under the present pro-ration formula, under 
1 the Board, to produce sufficient oil to reimburse him 
" foay for atl of hig out-of-pocket exyenses and in 


" no case in my cpinion woulda the producer be forced 
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out of the field if the field were continued to 
be developed under the present pro-ration plan and 
last evening I was provided through the courtesy of 
Mr. Cottle with a list of all of the wells producing as 
or Octcber llth, 1939, and he helped mo in computing, 
or rather I should say computed for me the allowabie 
production of a number of those wells on the assumption 
that sufficient additional wells were DrO Ugh) 22 cae 
as to bring the total potential as currently determined 
Go 100,000 barrels per day, at which time the 
approximate daily allowable on the basis of the present 
waste would be some 50,000 barrels per day and it 
would indicate that 50,000 barrels per day or more 
sould then be produced with the same, appruximately 
the same gas-oil ratio, or with the same degree of 
waste as is now in effect in the field when producing 
26,000 barrels per day and throughout that entire 
period during which this field would be drilled to a 
production of 100,000 barrels per uay, the application 
of the present pro-ration senedule would in no case 
force any single oil well into a limited production 
that would prevent trat operator from roceiving 
cufficient cash to continue operating the well and 
with some vrofit left over. 

The lowest producing well, 
acccrding to this schedule, is Model No. &@, which 
has 2 present daily allowable of 18 barrels a day; 
that indicates that the cost of prvducing oil in theses 
wellg in the aggregate certainly could not be more 
than about $20 per day, probably scmewhat less than 


that. that is the actual out-of-pocket expense of 
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producing the well, must he something less than 

goO a day. 

MR. FRAWLEY: Why do you say that? 

Yell this well is only producing 18 barrels per day 
and at 18 barrels per day at the field price of $1.20 
itafieures out at $21.60.cr thereabouts; therefore 
certainly it is not costing that producer more than 
$21.60 per Gay out-of-pocket expenses to bring his 

oil to the surface and because these wells are all on 
fiow and the cost of bringing the oil to the surface 
is practically constant per well---- 

THE CHAIRMaAn: Why does that follow; we have 
heard people running at a loss and hoping for the 
best.in the future, hefore now? 

Now there ig a difference between luss and out-of- 
peckot, expenditure; iniorcer to get this wells into tie 
ground I imagine that certainly $150,000 or more may 
have been expended; now to operate that well ata 
profit the money that he must, the money tha. thes 
operator must receive must be sufficient first of all 
to reimburse him for the out-of-pocket expenditure 

in the actual daily production of that well; secondly 
it should reimburse him for the investment which he 
has in the well. However, if the amount of oil 

which he gets from the well or the money which he 
receives from the oil which is sole is insufficient 

to reimburse him for the investment which he as made, 
he istaking 2 loss but the well will be cperated 
continuously so Jong as the money received from 
the sale of oil is equal to or greater than the 


out-of-pocket expenses incurred in pxsoducing that well. 
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In the statement you make you are assuming that nobody 
would run for any long period of time with an operating 
loss? | 

No, not certainly a well of tnis kind which is rather 
an oli well and already probably paia out. so this 
Model 2 is a well with the lcwest daily allovable, 

it is producing 18 barrels a day. 

How do you account for there being, people being so 
ready to forget capital investment and the amortiza- 
tion, and tlie amount put into the well, is it because 
the puvlic has paic that? 

if 1. understand you, you mean, how do F explain for 

the fact, that other, men are. willing to come in and sink 
their money for new wells. 

You say, as I. appreciate your last bit of evidence, 

it is not astonishing to you that people might be 
willing to continue to operate a well which is 
producing no return upon capital and which does not 
satisfy the requirements of any proper amortization 
scheme? 


Yes. 


So long as the amount of oil coming out of the ground 
igs enough to pay the operating expenses? 

That is right. 

why? 

Why would they dc that. 


Yes? 


Well because if they ghut down the weil and do 


not sell any oil it is 4 total loss. 


Yes? 
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If they continue to operate the well and make 50 cents 
per day over the out-of-pocket operating expenses they 
are making 50 cents a day on that basis and they are 
getting a little of their money back even although 

an insignificant amount but if the operating cost 

is 20 a day and they are getting $21.60 back, they 
are ahead in cash $1.60 so if they shut down tmt 

well they are out that $1.60 a day. 

So long as the property operates, and the capital is 
gone anyway? 

YESe 


May right?" 


And then he goes on with his explanation. 


WA 


Now this Model 2 well which is producing 18 barrels 
per day under the daily allowap le woulda we 
allowed to continue to produce 18 barrels per day 
throughout the entire period that this increased 
ifilling might, be, carried..on,im the, Tieia wens 
would be no further curtailment of that well. That 
is the smallest producer in the entire field and in 
no case, in no well, would the daily allowable be 
decreased -to less than 23 barrels per day for any 
other well in the ficld, even the most inefficient 
and the one with the highest gas-oil ratio; therefore 
it is clear from the application of the present pro- 
Beer eo to the Turner Valley field that no 


ration 


single producer would be pro-rated below or even down 


to his daily operating cost on the basis of the 


allowable that would be applied during this period and 


at the orice of crude equal to what it now is. 
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THE CHAIRMAN: Does that boil down to this, 

or presupposes that because somebody is operating, he is 
guessing that if somebody operates at $21.00 a day, it 
costs them any more than that to operate. He takes the 
rodel and he says it must be eich Ree cannot cost them 
any more than $21.00 a day because that is what they are 
getting. 

MR. COTTLIE: i think he means that the Model 
will be still producing the same amount of oil even when the 
Other wells ar@ brought in, as it is to-day. So it will not 
affect that well. 

MR. FRAWLEY: . Yes, 18 barrels aida, whee 
will bring $21.60 and cost 320.00, and they are ahead $1.60. 


He says that is enough to keep them operating. 


MR. NOLAN: it ig all summed up on page 
14,162. 
THE CHAIRMAN: In the meantime their capital 


is dissipated. They will have enough to pay the workmen, 
Mm. COTTLE: He is not suggesting they are 
all going to come down to 18 barrels a day. 
MR. FRAYWIEY: He picks the worst one. 
Now,.l- think it is summed up on page 14,167. I have been 
reading from 14,162 nand read right through to 14,167. 

n If, however, the price of 

: crude should decrease then some of the operators 

" might then find themselves in the position of having 

"  guch a small cash return that it would not equal their 
" out-of-pocket expenses but that same condition would 


" also exist even although the wells were closed in and 


" no further drilling allowed; that is a separate 
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" consideration which depends solely upon the price of 


erude, so it is my firm conviction now, after I have 
" had a chance to study it, that if this field is 

u developed with additional drilling of some 60 or 80 
a wells, so as to bring the potential to sone figure in 
excess of 100,000 barrels per day, that there will be 


" no hardship on the individual present producers; tha 


" igs at all out of line with what should be experienced 


wv in the normal development of any field and in no 
4 case would any single producer be forced out of his 
: property or be forced to take an operating loss due 
5 to that development of the field." 
I think that is all I need to read. 
MR. HARVIE: There is some place where he 
gives an estimate that it would take 20 months to develdap 
a potential of 100,000 barrels, assuming the new wells that 
Gome in are as good as the average of the wells brought in 
between May and October, and it would require between 62 to 


65 additional wells. 
MR. NOLAN: yes, that is page’ 14.170. 


MR. FRAWLEY: 
u MR. FRAWLEY: In your opinion what is the 


? extert in months or years of this intervening 

m period? 

It all depends on how rapidly drilling is carried 
" out. If drilling is carried out at the same rate 
aL as it was between May and October of this year it 


" will take approximately twenty months to develop a 


" potential of one hundred thousand barrels, assuming 


ie the new wells that come in are as good as the average 
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5 of the wells brought in between May and October." 
MR. COTTIE: On page 14,168 there is also 


a reference that may be of interest. 

MR. FRAWLEY: Yes, he refers to Anglo-Canadian 
Cates Re 
"A Excuse me, may I refer to Anglo-Canadian No. 1 which 

u at the present time has a daily allowable of 250 
barrels per day; during this period where the drilling 
% is taking place to develop the field the pro-ration 
: eliowable, the allowabie daily production of that 


‘ well wili be gradually decreaseG to a figure which 


M is somewhat in excess of 165 barrels per day by the 

‘: Sime the field hes a potential or 100,000 barrels 

y per day, but it is still pro-rated back to a 

n possible production of 26,000 barrels. Now there is 

vu Anglo-Canadian number one which well will be pro-rated 


4. 


a down but it is a rélatively large well compared to 


a wnat we have been previously discussing and certainly 


v that well pro-rated to 160 barrels that could 

Hf certainly pay its expenses when these other wells 
rye ° ~” bs 7 “ q 4 th 4 YY 

- are producing 18 barrels will now meet theirs, 


And he says in his considered 


opinion - well, his next answer is. Well, probably I had 


petter read the question. 
. But Twas thinking more of the general principle. 
iT Say in the ease of wells with forty or £irty er sixty 


a perrels there would be some minimum fixed so as to 


i avoid putting out of production the small wells. 
€ LS + 


. 5 ene er, 
you any experience 6f that at all? 
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application of the present pro-ration schedule and 
that that very factor that you haye in mind is in force 
now. According to the pro-ration schedule none of these 
wells will be pro-rated down so that they cannct 
continue operating profitably. 

i THE CHAIRMAN: That is profitably at eighteen 

m dollars a day. | 

"A profitably on a cash out of pocket expense basis. I 

y am not considering the cost of drilling the well. 

" In other words they will not be forced out of business. 

2 Their property will not be taken away from them because 

i they can continue operating and meeting their 

" operating expense and also they shoulé@ have something 

n left over to pay up on their investment." 

Then I asked him the time, the 
months or years, and he told me. [I think that is a fair 
summary of what he has to say upon that subject. 

THE CHAIRMAN: Now, what have you to say about 
that, having read it. Does it strike you that there are going 
to be many independents left in the field if every time they 
drill a well they have to have in contemplation the loss of 
all their capital; to have the privilege of drilling for 
something over their out-of-pocket expenses. Yhere is the 
money going to come from? On the basis of the investor 
losing his capital every time? Is not that rather absurd? 
MR. FRAWLEY: If that is fundamentally 


involved in Dr. Brown's premise----- 


THE CHAIRMAN: I mean that is just what I would 


like the benefit of your view about. 


MR. FRAWLEY: He says they are not going to be 
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put out of business. 

MR. COMMISSIONSR LIPSETT: These are the people at present 
in business$ but who are going to come in an@ drill another 
well? 

THE CHAIRMAN: “We arevsalbing abort Mees mee 

the independent in business. Now, that might not be desirable, 


I do not know. 

MR. HARVIE: | Does he not contemplate it will 
only be for a period of twenty months until the new require- 
ment is developed and then the market will be bigger for 
every perso“? 

MR. COMMISSIONER LIPSETT: Supposing you have that twenty 
months over, and had that 60 or 70 thousand barrels a day. 
mou llave to carry it for another two or three years to “get 
the pipe line built. 

MR. HARVIE: That is trues Dur Paes iS. tre 
Ta any major enterprise. 

THE CHATRMAN: What I am enquiring about is - ig 
that independent gone in those four or five years. Perhaps 
he should be. Iam not discussing that. But is it not 
inherent in what he says that everybody disappears except 
those who have unlimited resources? 

MR. FRAWLEY: What is running through my mind 
is, are we not back to our discussion with Dr. Frey on tte 
cost of production. ‘Je asked him why. we were astounded to 
think that men ‘would go on drilling in Turner Valley when 
they did not know, they have no figures to amortize their 


jyyectment. Dr. Drey said that is the oil man's hind. 
ae 


He is thinking he is the one that is going to get the great 


big well and the great big production. But, as Mr. Cottle 


arn 


36 


bibgeaiont” OF eb gO # 


a 


s ‘ on 


Ps, 


ARO 
an ‘ ae 


T-1 


, - 17,145 - 
J. J. Frawley; kK. C 


° 


has pointed out to me, 31 wells were souinie ved in the last 

1é months. fany of them were independent. Now, why do these 
independents - the Mayland Interests are a group of very 
vigorous independents who have been drilling wells in 

Turner Valley in the last year. ‘why are those people going in 
and falling over themselves to go in and drill those wells? 
MR. COMMISSIONER LIPSET?: Is it not to provide their own 
material for their own refinery, as far as Mayland is 
concerned? 

MR. FRAWLEY: Well, they are a producing 
company after all, and they are selling their production. 

TH! CHATRMAN: That might be. Then, you say 

it comes down to the psychology of people who are willing to 
mono, tor four or five years, losing all their, capt tal, ise 
fone as they can get their operating expenses. 

Pee COTTLE: lir. Chairman, the only well that 
is down to the point of losing their capital is Model 4, 

and it has been there for some years now at 18 barrels ner day. 
The Anglo-Canadian 1 that Dr. Brown referred to is going 

to shut down to 260 barrels to-day. There is no suggestion 
that at that rate of production they are going to lose their 
Capital. That is Anglo-Canadian No. l. You cannot gauge 
them all by the worst example he gave, which was Model 2. 

MR. FRAWLEY: ‘What the Chairman is put ting to 
me ig he does not know, it seems to be clear from the 

evidence that the oil investor does not know with any degree 

of assurance that he is going to get his capital back, or 

if so, when. He does not know the life of the well. 

MR. COTTIE: He does not know that when he 
starts to drill in the first place. 


THE CUATRMAN: That is all right. But the man 
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who is down to 20 barrels a4 day cannot be doing awfully well. 
And as wells are drilled to come up to what will attract 
capital for a pipe line, if your markets are not expanded 

and you have just got the normal market in the meantime, you 
are down to 20,000 barrels a day. I: suppose it is easy to 
calculate, is it not, taking the existing wells, where they 
would be at if their allowables were reduced DY ViFtue OL 
60,000 barrels a day being pro-rated to the present market. 
Supposing they have to run for a couple of years at 60,000 
barrels and a 20,000 barrel market. Where are they at? 

MR. COTTLE: Dr. Brown estimated another cO 
S30 wells. Let us take the average, 7O more wells, There 
are about 90 wells now. That would be 160 wells. 160 wells 
mroducing 20,000 barrels a day would be 160" barreis” per” day 
per Well, of which one well would be 18 barrels per day. 
Another well would be 160 barrels per day. That is the 

point I was making a few minutes ago. It is not proper to 
feaneeot if: in terms of 18 or-ZOMarrels ter"dey. Tiay ie 
not going to be the case. The field will never be forced 
that low. 

MR. COMMISSIONER LI°SETT: Would not that mean, supposing 
you double@ your production and with the present market, 
would not that cut your present pro-ration in half? 

MR. COTTLE: That would be about it, yes. 
There are about 250 barrels per day on the average year 

round production of producing wells, per well. T just 

give you another idea----- 

MR. COMMISSIONER DLIPSETT: You will have to cut that in half. 


MR. COTTLE: It would have the effect of 


Gutting it in haif, yes. 
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To get the 20,000 barrels a day potential. Now there is 
another factor, the field has so many acres in it and the 
Spacing progremme only permits so many wells to drily and 
With a spacing of 40 acres, with a maximum of 12,000 acres, 
Ghat is only 300 wells. Now ir “the field tsrdriiteaeum, 
with the present spacing programme, 500 wells, divided into 
20,000 barrels a day, let us assume that is the most the 
whole field will ever produce, that is still 70 barrels 
per day per well, some of them will do less than that 
because they cannot produce that and others will produce 
more than that because they are more efficient. 

Now comparing that with the 
Hast Texas field, the largest field in the world, the 
largest production per acre there and for some time has 
been 17 barrels per well. 
MAJOR LIPSETT: Yes, but what is the average 


cost per well in Texas. 


MR. COTTLE: Drilling a well? 


MAJOR LIPSETYT: Yes. 


MR. COTTL2: About 20,000.00 a well I think. 


MAJOR EIPSETT: About 1/7th of the cost in 


Turner Valley. 


WR. COTTIE: Yes, and that was the only point 


that Dr. Brown was making as I see it, was that the producer 


ts not forceé out, I mean physically ejected from the business 
until he gets below the out-of-pocket expenses and then on 
the other hand a good well like the Anglo-Canadian one would 


never be forced below the 150 barrels a day. 


MAJOR LIPSETT: Take that East Texas you mentioned, 


Mr. Cottle, they are running 17 barrels a day with a cost of 
e 4 3 J 
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320,000.00, 

MR. COTTLE::- Yes. 

MAJOR LIPSETT: ; Now would that not mean in 
Turner Valley you would have to get, on the seme basis, 
the y would have to have an allowable cf about 110 barrels 
a day in Turner Valley. | 

MRe» GOTTLE: . No, I would not say so because 
the 17 barrels a day, first of all have to pey the lifting 
cost and the overhead which is the same whether the well 
is at the 1000 feet or whether it is 10,000 feet deep. 
MAJOR LIPSETT: But to get the number of 
barrels on the cost is what I was asking about. 

MR. GOTTLE: ch, yes. 

MAJOR LIPSSTTs: Would they not have to have 7 
times 17 barrels a day in Turner Valley if the wells are 


costing 7 times as much, 


UR. COTTLE: No, not at all, because although 
the capital is 7 times as much, the operating expense is: 
about the same, would be about the same and most of it would 


be eaten up by the operating expenses of the well. 
MAJOR LIPSHTT: So you do mt think it would be 


a fair inference to get the capital back on the Zast Texas 


basis, that you should have en alloweble on an average of 


around 119 barrels a day, 7 times 17. 


MR. COTTLE: No, not at all because that would 


mean you would aso be getting back seven times the operating 
4 ‘ 


expenses, which is ridiculous because the operating expenses 
ee $ 


would, well there is no reason for it being much more. it 
b) 
is more but there is no reason fer it being much more here 


than it is in Hast Texas, the only reason for the difference 


Ioan WWhyrsa 
in the operating expenses at the well head between Turner 
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Valley and a field like Rast Texas: woulé be that the wells 
are closer together in Hast Texas; there are more of them 
and 1t is easier to operate a number of wells than it is to 
Operate only one,. 
MR. FRAWLEY: Now I wonder if that, perhaps 
you would like to put down beside this discussion, Dr. Frey's 
reference to the oil man's mind and you will find that in 
Volume 95, Page 10,782 and just over the page, it is really 
10,781 at the bottom of the page: 
auc O21 industry is. not a*corner grocery” at al. 
"It is a highly speculative venture. The man or company 
"that is not willing to venture much with the possibil- 
"ity of ultimate profit is not an oil man type of mind. 
"The oil men must believe te himself, he must believe 
"in his judgment, he must be willing to teke a chance, 
"e long chance, he must not be discouraged by failures, 
"he must. Look ahead to the ultimate future, If he 
"drills 18 wells in a row that are dry holes, he still 
*has his mind on the 19th one which is going to turn 
fout to be a well. It is that highly speculative 
‘nature that puts the oil industry in a category 
‘very different from any other type of industriel 
"ectivity with the possible exception of its closely 
“sllied speculetive operetion, mining, especially 
"mining for the metals and particularly the metals, non- 
The non -ferrous people must run long 


"ferrous metals. 


*chences too. For instance it is reported that the 


"Utah Copper Company put, not just a million or two, 
“but something in the neighborhood of 40 million 
"dollars into the development of Binghem before they 


“ever got a cent out of it and they could not be 
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"positive of just all of the technicalities that 
"they were going to have. to solve when they started 
"in to it. Amenwho is engaged in the mineral 
"industry must be willing to take ea long chance and 
Wihet is the type of mind thet you de not fina in 
“the ordinery merchendising operations that we know 
"about in moss industries, I think it is definitely 
"a type of mind. some one has described an oil-well 
"driller as a man who produces a hole in the ground 
Wiad 8a Optimist on top." 

Then, Mr. Chairman, when we 
rose last night I was discussing Dr. Brown's estimates, 
using the memorencum which I made from the evidence and 
T head arrived et estimate number 4, estimate number 4 
and I do not think I had left estimate number 4, Perhaps 
Z hed finithed, I think, with estimate number 4, that is 
the estimate of Imperial’s 1940 Cperation with the new 
plant, which shows a return on investment of 15.6%; which 
will show in Dr. 8rown’s opinion a return on investment of 
15.6% which correctly calculated is 15.02%. 

The next estimate is Dr, Brown's 
estimate of his own substitute plant for the Imperial 
ijn the evidence at Volume 12”, 


operation. He discussed that 


at Page 14,198. 


He estimates thet a suitable 


oP 


plant of his own design and construction and costing 


$4,570,050.00 which includes @ polymer unit and running 


5500 barrels per dey, would show a profit of %3960,000,00, 


or 21%. 
He desls with that in his 


Exhibit 711" on Page 18, example 1 and he there revises 
Bes) J f BY 9 
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the above figure $960,000.00 profit ty $870,000.00 profit 


and shows a return of 19%, 


THE CHAIRMAN: How is that? 

MR. FRAWLiY: Why he varies it? 

THE CHAIRMAN: Yes, which makes a greater 
prota ti. 

MR. FRAWLEY: No, he reduces his profit when 


he goes home to Ann Arbor and works at it. 

THS CHAT RMAN : Qh, yes. 

MR. FRAWLEY: To $870,000.00 and it shows a 
return of 19% and that is to two decimal places, 19.04%. 

He then gives us his estimates 
of the British American Company or my memorandum then 
deals with the British American estimates, Volume 127, 
Page 14,199. 

I am speaking of my estimate 
number 6 in my folder, the estimate of the New British 
American operation, using the total investment given 
him by British American of $2,317,000.00 and also using 
the estimated costs given him by the company, Dr. Brown's 


estimated profit would be $336,953.00, which shows a 


returr: of 14.6%. 


However, Dr. Brown was given 
a correction of $45,202.10, and this reduces the profit 
figure from $336 , 955.00 to $301,450.00, which, on the 


same investment, changes the rate of return to 12.9%, 


according to Dr. Brown but that correctly calculated on 


the calculator is 13.01%. Those are dealt with on pages 


17 and 18 of Zxhibit a 


Number 7 is Dr. Brown’s 


estimate of his own substitute plant for the British 
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American opere tion, That is dealt with in the evidence 
in Volume 127 at Page 14,204, 

Dr. Brown estimates that a 
suitable plant of his own design and construction and 
costing $2,425 ,000.00 vioweea (Stes an estimated profit 
of $450,000.00 or a rate of return of 18.5%. 

When he goes back to his 
laboratory in Ann Arbor he prepares Exhibit "711" and 
on page 18 of that Exhibit, example 2, he revises the 
profit from $450,000.00 to $407,500.00 and shows a rate 
of return of 16,8% snd that is a correct computation, I 
mean an acsual computation. 

Then the last, number & -—— 
MAJOR LIPSETT: Do you reconcile that at all 
in any way. Mr. Frewley, with the British American's own 
figures. they have a smaller canitel investment than 
Dr. Brown's figures and yet he shows a larger profit, is 
it just *nat he Cisagrees with the British American's 
estimate of profit? 

MR. FRAWLEY: No, he probably diagrees with 
the plant proposed. I do not know what to say about that, 
that is his own design, Page 18, are you following this 

Mire Cottple? 

MR, COTPLE: Yes. 


MAJOR LIPSETT: I was wondering if he was 


suggesting any inefficiency in the plant as constructed. 


MR. MARVIE: May I just make a statement on 


thet. Mr. Commissioner Lipsett, you will remember that this 


Pxhidit "711" was filed after our witnesses were here. It 
was passed down to our compeny and there is a comment which 


was asked to make with respect to it and I will reed the 
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whole comment or just maybe give the substance of it. 
The substance is this, that in the British American's 
figures on cost they used these recoveries actually 
recovered in this plant, not theoretical but prectical 
recoveries; the reason being that the theoretically 
perfect recoveries would not supply the demands of this 
market so they have to take such recoveries as are 
required to supply the market, which reduces the profits; 
it does not give the same maximum yield or realization 
as Dr. Brown takes, 
MAJOR LIPSHTT: Dr. Brown was really taking 
a theoretical or a hypothetical recovery? 
Po, wARVIES Yese 
MR, COTTLE: The chief difference being 
that Dr. Brown's paper plant has a polymerization unit in 
ats 
MR, FRAWLEY: Yes, that should 06 pointed 
out, it is just what Dr. Brown thinks he would have done 
there in @ast Calgery if he was President of the British 
Americen Oil Com peny , I suppose that is it. 
Then the 8th estimate is 
Dr. Brownts plant, that is his estimate of a 10,000 barrel 
per dey plant, using a capital investment of 4%7,300,000,00, 
the profit is estimeted at ~2,040,000.00) or 28%; that is 
dealt with in the evidence in Volume 127, Page 14,204. 
Then the correction there is 
as appears from mxhibdit "711", Page 19, Dr. Brown revises 
thet profit of {2,€40,000,000to $1,875,000.00 and shows 


a rate of return of 25.6%. 
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MR. COTTLE: Mr. Commissioner, if you will 
Sefer to Page 5 of this memorandum you will find that 

Dr. Brown's substitute plant for Imperial'ts operation si ws 
a return of 19.04% compared with the present Imperial's 
plant or the new Imperial plant on Page 4 of 15.02%, 

the difference is entirely due to Dr. Brownts plant having 
a polymerization unit. 

MAJOR LIPSETT: 4nd even with that his estimate 
of cost is somewhat less than the Imperial's actual cost. 
Mee COTILE : For building the plant, yes. 
MAJOR LIPSETT: 4nd he puts in a polymerization 
unit and would have a better recovery, is that it? 


he. COTTLE: Yes, that accounts for the chief 


difference, the additional recovery of poly gas. 
MAJOR LIPSuTT: Is it suggested that these 


two companies have not put in as good a plant as he thinks 


might have been put i? 


MR. CUTTLE: well that may be strictly the 


interpretation they have not made the kind of plant that 


Dr. Brown would put in if he were putting it in. 


MR. FRAWLEY: It raises the question of these 


polymerization plants. 


MR. HARVIEE I think it raises the question 


Se whe point I tried to make, that we have to, in this 


country, refine to merket demands and not to hypothetical, 
theoreticel perfection. 


MATOR LIPSETT: That is really the Jjifference. 


MR. HARVIE: Yes, on his plants he would 


recover a higher percentage of white Produets which would 


have a higher merket and it would not leave such products 
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as are needed in the market, 

MR. FRAWLEY: I think I must take issue with 
Mr. Harvie. I would hate to think that Dr. Brown @id not 
have in mind the markets in this province, that he is not 
making his substitute plant, the he has not conceived an 
operation in his substitute plant which makes a whole lot 

of gasoline and no distillates and no diesel fuels and sn 

On. He is shooting for markets and not for purely theoret- 
ical recovery; that cannot bs so. 

MR. HARVIL: ig hes not Vakem out, [9teke Bin 
ir. Frawley , the percentage cf recoveries of various products 
that we tcdey market and which we heve to take out. 

MR. FRAWLAY: But he knows what these companies 
are doing, he knows certainly what the Imperial is Joing, 

to which he has applied his mind most fully, he knows what 
they did in the year 1938, and he has in mind the operations 
they are going to shoot for in 1940. When Dr. Brown is 
dis¢Ussing the Imperial's 1940 plant he has in mind the 

1940 markets and his yields are all calculated upon the 


markets thet they will be supplying. 


MATIC? LIPSETT: Do you know if he makes any 


suggestion at all, ilr. Frawley, that the hands of the two 
companies have been in any way tied by having thece 
expensive portions of their plants on hand or is it the 


suggestion, Which seems 4 Little difficult to follow, 


that they did not erect as gcod a plent, with their skill 


and knowledge, 2s is possible. 


MR. NOLAN: Mr. Commissioner, it is a matter 


of opinion whether these polymerization plants shuld be 


used Now, Mr. Cottle, you were going to say something? 
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MR. COTTLE: | Yes, lI was going to say) tau d 
was told by Imperial officials that, at ‘thie outset, they 
certainly planned on a small polymerization unit, the kind 
thet Dr. Brown has in mind here, with the new Imperial plant. 
Now the new Imperial plant is a completely new distillization 
unit, & brand new leyout completely and it was not a question 
of not being eble to fit a polymerization plent into the 

new plant, that could have been done quite feasibly but 

after examining the contents of the cracked gases, Imperial 
decided it was not worth while to use a polymerization plant; 
now that is just e difference of opinion between Dr. Brown 
and Imperiel. Dr. Brown, of course, had no opportunity 

of studying the ectual hydro-carbon content of the cracked 
gasoline. Now it was after careful laboratory analysis 

of those gases that Imperial decided not to build a polymer- 
ization plent, 

MAJOR LIPS 2T?: their judgment would not be 
influenced in any way by the practical necessity of having 


to use as much of the existing plant as they could usefully 


use. 
WR. GOTTLE: Oh, TO teet 3 lke 
MR. NOLAN: Oh, no. 


MR. GOTTLE: There is ample space in the refinery 


yards to build any size plent and this pres@t unit is com- 


pletely set up by itself, It is away from any other part 
of the plant. 


MAJOR LIPS2TT: Tt does not affect the question 


of 8 polymerization unit, any consideretions of the plant 
they have? 


MR. NOLAN: Not at all. 
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MR. COTTLE: No, the way this plant is being 
buiit, a complete unit is being built by itself and then 

the question is as to moving over some of these other units 
and fitting them into the new unit, 

HAS OR LIPSETT: It would follow from that then 
that if one accepted the viewpoint of the Imperial or the 
British American from a prectical point of view, that 

Dr. Brown's estimates are really of not much value as to 

that increased rate of return, I mean if from a practical 
point of view they decided against his unit, one must 
expect, I suppose, that the rate of return that he visualizes 
cannot be accepted by us. 

MR. NOLAN: It just boils itself down to a 
Jifference of opinion between Imperial officials, who were 
quite free to build e polymerization plant if they wished 

GO, and Dr. Brown. 

MR, FRAWLSY: Of course we do not know, if 

Dr. Brown "vere confronted with whet lir, Cottle says he was 
told by Imperial ofticials, he might have a dozen answers to 
it and demonstrete thet their judgement just was not sound 

and yet on the contrery he might say, in view of that Imperial 
work, “I agree with them thet that polymerization plant is 

not suitable”. Now we are in that position and that is why 
T 6m going to suggest we take the 194. Imperial operation, 
instead of Number 5, because then it is not a question Of a 
lymeri zation plant against no polymerization plant. 

For the purposes of the record, 
ion to the installation of 


Py: . 
our company elso gave consiaera’ 


a polymerization plant in its new refinery and came to the 


conclusion that it was not advisable to build it. 
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MR. FRAWLEY: Yes 

MAJOR LIPSETT: Did Dr. Brown express any strong 
Opinion to show that he had considered whether a polymeriz- 
ation plant was desirable, Mr. Frawley? 

MR. FRAWLEY: You see, you have to take the 
Sxhibit "711", as far as volume 127, 14,198, he says very 


little abeut it there, of course. 


MAJOR LIPSETT: Yes. 
MR.-FRAWLEY: "My estimated invested capitel 
“is', so much; " that is composed of two items, a 


"nlant costing %3,750,000and working capnital of 

MG L,COO,000; on that plant, which is really a 

"different plant in some respects than the Imperial, 

*better in some ways and not so good in others, I 

“estimated a net profit of $969,006.00, which corres- 

"“nonds to the 21% return as compared with 15.6% 

‘return for the Imperial plant." 

Now thet is all he says about 

it, which is practically little; in his: Exhibit ae 


he does mt say a great deal more. He just says this 


is his plant, a plant of 6500 barrels reading from Page 18 
Peep. 7 LL" 
"a plant of 6509 barrels per daily capacity runs 


"5500 barrels cof crude per day and about 5% of raw 


"natural gasoline. The plant also incluces a4 


"polymerization unit." 
That is all he says and that concludes it and I assume 
similarly with the British Americen he just simply makes 
yes, on the same page, a polymerization 


the statemert, 


unit is included. fa does not try to justify 10 or try 
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to argue it out as ageinst the imperial's judgment. He 
just says you wanted my opinion and that is how I would do 
it. 

MAJ@R LIPSSTT: You would have to assume then 
that the two companies madea mistake for which they should 
suffer before you could accept this rate of profit which 

he gives. 

MR. FRAWLEY: Oh I think that follows. You 
would have to teke his judgment ageinst theirs and say, 
"Well now theirs is actual and Dr. Brown's is the ideal and 
Which is the one which should be the guide for this Commission", 
Well in any event, it is my submission that the Commission 
should have regerd to estimate number 4 in this memorandum 
as the estimate of Imperialts 1940 operation, 15%. New I 
say that beceuse in my submission i+ is a better guide for 
now, for this month of December and more particulerly LOR. 
the next month of January and February, presuming thet the 
Commissionts report will be dated say --- 


THe CHAIRMAN: Now. 
MR. FRAWL2Y: vay the 3lst of January, 1948, 
Then the Commission --- 


THE CHATRMAN: Are you by any chance optimistic? 


1TR FRAWL@Y = Yes; i. may be a little eptimistic 


but knowing the cepacity of this Commission for hard work 


and tight places, I am just trying to put it egainst my own 


capacity, I certeinly would not like to promise that. 


MR. NOLAN: It is perhaps a question of 


whether the argument finishes by then. 


MR. FRAWLEY: This is not en argument. 


MAJOR LIPS=TT: It is very helpful.’ You are 
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really making your suggestion then that we should take 

Dr. Brown's estimate on Page 4 and not what he says about 

his estimate on Page 5? 

MR. FRAWLZY: Yes, I say whateVYer purpose you 
put it to, you can comfortably relax and say the Imperial 

Vil cotpany is going to make 15% on its 1940 Operations; 

that is the purpose of it. Now what we do with it is 
something else but you need have no fears as to them being 
hardly dealt with or that they are down in the realm of 

even 12% as they were in 1938, or even 14%, they sre going 

to make on their 1940 operation, 15% and I think it is 
necessary and sensible to suggest that the Commission should 
take that because your report then will be tied to something 
more in keeping with the times because after all the other 
alternative is if you went beck to the 1938 actusl operation, 
you would be making recommendations, whatever those recommend- 
ations might be, predicated upon the actual operation of 1940, 


using a plant that has gone, ceased to exist. 


TH: CHAI RVAN : 19 what? 


MR. FRAWLEY: If you went beck to the 1938 


operation you would be --- 
THE CHAIRMAN: You said 1940. 
MR. FRAWL3Y: Did I say 1940, the 1938 operation 


and talking about a plant that physicelly and actually had 
just about ceased to exist as a plant because I am told it 
is getting to be a matter of deys or weeks when the new 
plant will be on stream, sO when I suggest you s hould taKe 
the 1940 and that you have the opinion of Dr. Brown, who 


after all is a very competent engineer and what is perhaps 


is most important to this Commission, my friend Mr. Nolan 
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has not raised any criticism of him, none of his witnesses 
have raised any form of criticism of him and pointed to 
anything being wrong with Dr. Brown's estimate for 1940, 
MR. NOLAN: We did raise this point end we 
raise it again, that on your figures of 15.02% you are 
taking Dr. Brown's anticipated throughput, 5500 barrels 

a day and not the 4750 barrels which is the actual through- 


put in the history of this plant. 


MR. FRAWLEY: I wonder in that connection --- 
MAJOR LIPSETT: what is that figure agein? 

MR. NOLAN; 4750. 

MR. FRAWLEY: I wonder if aprovos of whet my 


friend has said, I should cell the attention of the Commission 
to what the Oil Industry is doing in 1939. Now both my 
friends have been good enough to say that if this in any wise 
constitutes new evidence, thet they heve no objection to it 
being submitted to the Commission, i thought it wes my 

duty to try to bring the Commission up to date, You will 
recall that the gallonage figures we have are only ixhibit 
"A456" end that is for the 12 months of 1938 and it seemed 

to me to be too bad that, having just about reached ‘he 

end of 1939, that we did not have for the Commission's 


information whet the companies did or were doing, are 


doing in 1939. I have here now the best I can get at this 


date, it shows the business of the companies up to the end 


of September 1939 and I now make the suggestion that if 


the Commission is. as they will be, engaged in the labors 


of preparing a report towards, in the latter half of the 


month of Jenuary, that Mr. Cottle could obtain for them 


the 1939 business; that is not anything which is contro- 


pee Be = 
ee e <5 See 


ae en 
< ra 
# 
= me 
< . ay 
% 


. 
7 


S = = 
= fem 


los § 
mt 


oo 

sd 

ws te 

pax — 
AS 


> 
sy 
ae 7 


Tre 
“4 


/ 


“42 “a 
on Sin 
o “ ahs 
ok ye 
es 6 
- 


“i a ie 
oo 
= 


oe 
me 


c-2 
16 S019 kee 


J; J. Frawley; Ki C. 


versial. I think it could be very useful and I think 
my friends agree that the Commission should have the 
benefit of the statistics, the record of the business for 
the whole of the year 1939 and Mr. Cottle could get that 
stor you. any time after the 15th of Januarys “bythe 15th 
of January all the-returns will be in. 

Now [I have in front of me that 
record prepared in the identical feshion to Exhibit “456" -- 
THE CHAIRMAN: Of recorded throughputs? 

MR. FRAWLEY: Records of the business of the 
companies in Alberta, taxeble sales, more than taxable sales, 
everything, a complete record of the gallons of gasoline 

and heavy fuel oils, coal oil, everything which these 
companies manufactured and sold in Alberta in the year 1959. 

You will recall, Mr. Chairman, 
you have that for the year 1938's You have had that now for 


some time. It is Exhibit "456". Let me get it for you, 


Exhibit "456". 


( Go to Page 17,163 ) 
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MR. FRALEY: skxhibit "456", (ir 
Chairman, is a statement prepared at my request by the 
Provincial Secretaay's Department and it is,as I pointed 
out at the time, I am very proud of it, 20 18 6 vere 
valuable document. It shows precisely the sales made by 
Overy cOmpany, importers and all, in the Frovines. 2 4am 
tcld no other Provinee in Canada keeps its records in such 
shape as to be able to present this information to the 
Government or to any Commission. 

TH CHAIRMAN: Does thet show the erude 
Oil throughput: 

MR» FRALEY: Wo, not the crude ofl 
throughput. It shows the complete Imperial Oil Company's 
Sales in Alberta. Sales in Alberta. ‘hat they sold outsidsa 
the Province we have not got that. Of course ve have that 
in other exhibits. we heave the Imperial Oil throughput, 

of course. For 193%, of course we have, in the ovidence on 
refining, in Exhibit "308" es a matter of fact we have the 
refinery throughput for the Imperial Oil Company. 

THe CHAIRMAN: Is it 4750? You see 
Mr. Nolan says in eriticism of your estimate, or Dr. Brown's 
ostimate on Page 4, estimate 4, that that is all right 


but it does not reflect a profit on 4,750 barrels daily 


in the new plant. 


WR. FRA LEY: - ° No. 


a. se oy xperients shows 
THE CHAIRMY: hich ex] 


is all that has been and not the 5500 upon which Dr. Bro#n 


predicates his figures, his profit figure. 


is nothing between 
MR. FRawley: There is no £ ee 


us at all. 4,750 was the 190b operation. OUre . 
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MR. NOLAN: And that is contained 


in estimate 3. But Mr.Frawley takes estimate 4 in 
preference to estimate 3, and he tekes the 5,500 barrels 
anticipated instead of 4,750 actual. 

MR. FRA LEY: Actual. But I am talking 
about the inereascd business of the Imperial Oil Compe ny. 
Certainly. So is Dr. Brown, and I am zoing to show you 
somo ovidence as to what thoy are doing in 1929. I say 
it is up, up, up, every year. I am not going to be a 
defsatist about this. My friend is like he was about 
the pipe line throughput. He cried down the throughput 
and whers is the throughput in the pipe line this year? 


Why, it is away way up. 


UR NOLAN: where will it be next 
year? 

MRe FRAWLIY: lt will be away up. 
MR. NOLAN: Will itz 

MR. PRA LEY: Nov; let us see what 


1939 is doing to this Company, or how they are doing in 
1939. I can give you something, but I suggest ir. Cottle 


can give you the complete 1939. Not 1940, of course, 


r 


that is just speculation. Is Mre Nolan Seriously goding 


to speculate that they are going to go backwards? Let 
us sce what they did in 1939. This Province is growing 


and more gasoline is being consumed all the time. 


MR. NOLAN There is no evidence 

MiIve Su IN 

that the Province is growing. 
meee No? 

Pine CRA duis $ . 


MR. NOLAN: Noe 


THE CHAIRMAN: Mr. Frawley,have we 
: \4 4 ai WY] ° 


avide ee as to whet the oxperience of Imperial was in 
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1959. Did not we deal withthe first six months of the 

yoar? 

MR. FRALEY: LI have been interrupting 
myself, or I have been interrupted. But I have right now 

an important document and i would very much like to present 
it to the Commission. It is a statement showing the gallons 
of fuel oil, which means everything in this Province, con- 
Sumed in Alberta, from January L, 1959, to September 30, 
1939. It is a somplete picture excepting Octoltwr, November 
and December. I suggsst to you that this can be supplemented 
by a further statement leter on, after the loth of January, 
It can ee for this Commission. Now there is tthe 
picture for 1939. Iwill offer this statement so as to 

have it before the Commission. 

THE CHAIRMAN: What is it? 

MR. FR 'LEY: dt is qa statement of the 
gallons nf fuel oil consumed in Alberta, January 1, 1939 
to September 30, 19359. 

THER CHAIRMAN: That YS naw 2S ae 
MR. FRAWLEY: Quite.e st is a new 
statement prepared for me, at my recuest, I always had 
in my mind that I would like to give the Commission some- 
thing for 1939 to show what the companigs are doing. 


Tin CHAIRMAN: Dees that show the 


thrcughput in the refinery? 


MR. FPRAULEY: No, it shows the inereased 
e Eye Bacar f ° 


business in the refinery through ut. 


THE CHa IRMA WN: The fair infereics is, 
4 Poe yo 


therefore, that mors oil has been refined. 


MR. FRAVULEY: Yes» 
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THE CHAIRMAN: Quite so. I, for one 
would not know how to calculate hov much more. 

MR. FR& LY: Let us ask Mr. Nolan 

to tell the Commission what they are putting through in 
1959. That is the simplest thing in the world. Here we 

are at the 20th or something day of December and my friend 
can let the Commission have it within a few days complete 

to the end of the year. That is better than I show. I 
have to interpret and argue from what I sey to you and show 
you. 

MR. COMMISSION&R LIPSETT: would you take that 
figure and would you say from that that the Imperial has 
“held its position approximately in the market? 

MR. FRASLSY: They gained. 

MR. COMMISSION&2 LIPSEPT: And they would have a 
proportionate increase of this throughput that those figures 
show for the whole year. 

MR. FRANLIY: svery company is here. 
All the Imperiai's figures are here for the first ten months 
Or 1959. 

THm CHAIRMAN: I am just thinking out 
loud. I wonder is that the proper approach» You say the 
Imperial et 5,500 barrels get 15y. You say they have 
increased this year. I suppose we are not concerned with 
fixing something for tho Imperial. If the market has not 
inereased then if tho Imperial has increased it has only 
inereaseg at the expense of somebody else, If they have a 
greater profit, then John Smith or John Jones, who are also 


in the refining business, have hag a lesser profit, 


if the market has not inereased. 
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has increased? 

THE CHAIRMAN: ; If the market has 
increased that is another matter. 

MR. FRALEY: Surely, and the market has 
increased. Now I have only ten months..... 

MR. COMMISSIOUSR LIPSETT: Nine months. 

MR. FRALEY: Nine months, and I cannot 
do it myself and that is why I say I think it would be 

very proper that this Commission should have these figures, 
my friond's figures for throughput, and all the other 
companies for throughput. Phen you will know what they 

are doing for 1939, and then you will have to speculate for 
1940, but it is not too large a task- 

THE CHAIRMAN: Has not the Coasorvation 


Board this throughput? 


MR. GOTTLE: Yes, up to the end of 
October. 
THE CHAIRMAN: Do you see any objoction 


to the introduction of thi3, Gentlemen’? 


MR. NOTAN: Other than that everything 
that goes in has no explanation attacned to it. ‘0 are 
putting these figures in and I do not know what explanation 


micht be offered in respect to thon. 


yt } Pa iven lir. ¢ 
MR. HARVI2: 4. nave given & Cottle, 


already, the crude we have receivea vhrough the Valley 


pips line for the year 1939 up to the 30th of Novomber. 


+h wt Fy)Is *} 3] 3 
But in using that figure of throughput, 998,253 barrels, 


I wont to point out that approximstsly «Cp of that. 


197,000 barrels, has gone into storege. In other words, 


Since wo have opened our mew refinery and so on, we have 


accumulated storage with the result that you would have tc 
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take, to <sctour throughpt as fer as the refinery is 
concerned, you would have to teke 20% off that figure. 
Ma. COMMISSIONIR LIPSRTT: As far as the marketing 
is concerned? 

Mae HARVI a: AS far aS whet has gone 
theovugh the refinery. That does not necessarily give the 
marketing, because at the same time possibly we heve beon 
making refined products and storing. 

WR. COMSISSIONSR LIPSRTT: \inat you have accumulated 
iS crude oil? 

Mee HARVIB: Yes, 

Ma. GCOTTLE: the Consaamer ies Board's 
figures record all inventories of crude oil. They Go not 
record inventories of refined products. If there is 9 

big increase in refined products' storagze, the figure 
must be altered ss Mr. Harvie says. 

MR. FRAWLEY: I am anxious to place 
before the Gommission as much evidence as I can to warrant 
the Commission to come to the conelusion that about 5,500 
barrels s day is a reasonable estimate. Now how can we 
get thit before the Commission’ 

MR.COMZISsION#R LIPSsTT: It voule certainly 

Le useful to have it, because it vould at least mean 


whatever we thought would be based on the latest available 
Conditions. 


MR. PRAULEY: That is right. There 


is not any harm, I presume, lure Chairman, in at least 


giving you the pieture for the first nine monthe. - 1 


think it would be better when it is for the whole lz 


months, and then you can compare it as against 1938. 


THe CHAIRMAN: Mre Cottle, you have the 
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refinery run or you have whst goes throush the pipe line? 
Ma, COTILS: The Conservation Board, 
the refinery consumption of erudes ‘io get the reports from 
each refinery. 

Wn. HARVIE: Refinery deliveries. 
fine COTTLE: No, Mr. Harvie. Wwe 
get reports from each of the producors. ':o also get 
reports from each of the refineries. ‘ie keep a very 
comprehensive set of statistics which show what each 
producer produces, what he has on hand in his lease tanks; 
what he sells and to whom he selis it. Then we have a 
record for each refinery shoving what each refiner has 

on hand at the first of the month, and what he buys 

and what he sells and whet he has on hand at the end of the 
month, and the final result is the amount of crude that 
has dis@ppeared in the refining. 

THs CHAIRMAN: I cannot see any 
objection, Gentlemen, to what went through the refinery. 

IT do not know how any explanation can changsc that as to 
quantum. 

MR. NOLAM: Only the inecroase in 
the inventories at the end of the refinin, year. 

MR, COTPTER: Only the increase in 
the refined products!. inventories, because these figures 
show what ran through the stills; what came out of the 
storage tanks and ran through the stills. 


MP. FRALEY: ‘hat the Commission 


would be interested in in checking the reliability of 


Dr. Brown's estimate, would be the refinery run and not 


what you did with the gasoline after you got it. 
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Mr. COTTLE: what Mr. Harvie is 
pointing out is this, it may be that the refinery run is 
greatly increased in 1939 for the purpose of building up 
much larger stocks of refined products then were on hand 
at the end of 1938. 

MR. FRALEY: But could not that be 
easily checked, and any possible disercpeney that it might 
make in the estimated runs accounted for? 

Me. COTTLE: Yes, but not frome the 
Conservation Board's records, that is the only point. You 
can get that information from the plant but not frok the 
Conservation Board. 

MR. FRALEY: I submit we should not 
stop at the Board, but should get it from the plant. I 
think the Commission should have the most complete evidence 
possible. 

MR.COMMISSIONER LIPSsTT: if you get it from the 
Conservation Board it is liable to this criticism of Mr. 


Harvie's is’ it not? 


WR. COTTLE: Thet Psrleht. 
MR..GARVIR: He might have crude oil 


that has not gone through the plant at all. 
MR. COTTLE: Not the ¢rude oil, because 


the figure of the Conservation Board take into consideration 


the crude oil that remains in the tanks and determines how 


much oil was refined. But it does not take into considerstion 


any fluctuation in refined products in the plant. 


MR. COMMISSIONER LIPSETT: You do know, this point of 


Mr. Harvie's is not a @iffieulty so far as the throughput 


of the refinery is concerned. 


MR. COTTLE: Not at all. 
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MR. HARVIB: It all depends what figure 
you takes If you take the throughput of the pipe line then 
there are two items will have to be udgjusted, tHat ig the 
exude storages and then the refined products accumulated. But 
~f you take as Mr. Cottle suggests that that we have actually 
used within that period, then you only have to deal with the 
accumulated refined products. 

MR. COMMISSIONER LIPSEPT: What we were interested in 
was whether this estimate of Dr. Brown's of the Imperial 


throughput for 1940 was sound. 


MR. HARVIB: Exactly. 
MR. FRAWLEY: The only difficulty would 


be an abnormal run, at abnormal run to build up refined products! 


storage. It seems to me that is not insurmountable to seek 


cut what the refinery run of Imperial was in 19359, which is 


the thing present before us, as I understand, after making 
whatever allowences the Gompany says should be made for 
ebnormal runs to build up refined products’ stocks. 

Pe. COTTLE: There is no difficulty. 
All we need to knov is what the refined produets' inventcries 
Ware at the snd of the year, the first of the year and tnen 


the first of the previcus ysaro 
MR. FRAWLEY: There is no trouble at all 


as far as you are concerned? 


MR. COTTLE: Noe 


MR, FRAWLEY: Then I respectfully submit 


that we should ask the Companiés for that informe tl on. 


Me. Gottle ean be apprised of any modifications which would 


seem to be regiized. It seems to me rather important that 


the Gommission should know what the eompantes did in 1959. 


Otherwise. I am asking the Commission to jump from 1938 tc 
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1940. If we knew about 1939 the jump would be a mach 
eaSis r one. 

THE CHAIRMAN: There is no question 
about the desirability of having the information. The 
question is should we make use of information that we now 
receive at this date, if there is any explanation that 
could be made about it that would give us a different 
point of view with regard to that information. 

MR. FRALEY: May I suggest we will 
be here for a day or so yet and might we not ask Me Nolan - 
it must be a figure that needs very little alteration to 


bring it up to date, there are only a few more days. 


MR.NOLAN: It is not the end of the 
year yet. 
Ma. FRAWLAY: No, but to find out 


whether his people have any extreme vireumstances they 
desire to call to the attention of the Commission before 
they offer it, and let us see what progress we can make. 
MR. NOLAN: I would suggest after 
the end of the year, when Mr. Cottle is st work with 

the Gommission, that he comzunicate with the refinirg 
branch of my company and I am sure they will continue to 
give him ae the information he requires, by correspondence 
from Mr.@ottle to them. He knows exactly what he wants. 


It is too sarly to ask for it noWe 


* : Vi 3 t 
MR. FRALEY: ould you be conten 


efter Mr. Ccttlc has informed himself, recsived a statement 
of that sort from your client, he might bring it to the 
attention of the Commission? 

MR. NOLAI: Yes, if my people are 
Willing tc give that information to Mr. Cottle, I am 


3 s : — bat res 5 F 
: = x ae Seed te % eas = ye ie ‘ < 
Bey Fae a - aap : nee ed Bre f ; =; i 
~ te i fl - C 2 <e —% “se ’ ‘ t =z 
i ees ys = < ” ons 4 u x aca ay wkd at \ s bi > : 
‘ > tt — ic oa i + F . 2 ga b A: . f, e 9 
. — ° a 5 > : : = eR x é = aa 
2 €& * x ‘ 2 - 3 di . 
a 5 e ea 2 ® ws + arr. : 
¥ F 4 wt * : = ‘ee “ -é : : ’ f 
% Nee 6 ¢ ae a + ‘ r ret "a cs * 
> . = 2 : E > ~ : 3 ee bea 
4 Us P ; ee + me : a 
=e ~ = om + errs q » = 
= : ; j = : ; é wen 3 
ak : ; = zi 2 ae shady > 
‘ Wt) = = ae rf . 
= : : ¥ sort . 
SAN ‘ a2 : ee : : : F on 
: : é “S <2 F ; wast aioe 
4 wee? ¢ Es . - $ a - “ ~ é 1 he »a (ae 
: est E ‘ : we Poe R Oe 5 : 
. 3 % ; : a 4 ; 
: ‘oe ; 5 : 4 “ws rk ; ees 3 Fs 
: toad x a8 ES ; 5 = . 2 ie 
elt + % pe A ee oe Fi % . 
1 Pare = ey ¢ : t eo ee . : be z 
rs : . ; va se be sue 3 ~ ; 
ee, sy . pe 
: : ro ox : j 
ty ‘ 4 : as - 5 
= oe be ra: “ “ i ie y 
sy a> - - — . - , - 
SS : 5 ’ t 
A ” 4 Se 
tae 5 2 : 
ee a z u ee 4 
z ey S 2 
ae “ = : . 
os = < z aa : <a 
~~ Yo 3 . ‘ . . 
‘ 2 ; By : t 
s ss : Fart Yue x 
» =? z . ve 4 ; : 
t 3 ef 5 ; 3 sent - 
F a si tus 
: ha es 33 .* we £4 ‘ ‘ » 
Smet + 2 sos ae 5 
oy ar . cae we aie 
—- i . = > t 3 . . 7m 
: : 5 : He Se ck 
\ 3 : 
: 5 ‘ x = 
* Sey = a1 . 
sf ) ° ‘ 
? sa ko : : 
i be 5 : Pes ‘ Se eS Fe. : By 
z Pia Se * Si % . 7 a Reno wt 
j : . & ba as Vay vat as 4 
te ‘ 4 ~ ‘ hesy 
E Se 4 ; ay ‘5 
3 : . ; 
we hoax ‘ 
oe ace . 
5 j tee . 
*) wy > ’ Seep id Me . 
. MEN 2 r 2 : - ° 
‘. ae au pe 
= oat i . : : 
- : 2 r 7 : s bes ait 6 i E : 
te = “ee E 5. Re i ie a ~ ~ ° ‘ : 
ers * ae 5 ? = y 4 3 i. = a 
roy 7 * ‘ 
: \ S ore ey = a 
: : = = : * 2 : : 
® bi ; : 2 re c 2 x - 
‘ * i : zi ; : ; ae - 2) = 3 “ 
stent ¥ ' 5 3 ; acne 2 
a + - wee Ess : cite w= . 
i nt = ¥ : 
‘. . : 2 ‘ ae: mw « : 
a = . re atid a 7 : 
ee f : : 4 oe 
Z Z z - : = ; : . 
x mass on _ he 
sexs at oS = 
é oe) 5 Ss ; ¢ 132 C3 
Saal Sa . . “4 ; Ze d : 
tot 3 y +e: “ : : é 
ie We Z eas wy ve 
= ey : - : = i 
asus P = ve 
’ 


T-2 


11 “17 ,173- 


J. J. Frawley, Ka. 


quite content that it should be used in his discussions with 
the Commission. 

MR. COTPTS: ay And they od give such 
explanations as they Bee fits 

MR. NOLAN: Yes. My point was not 
that there Was not an increase. My point was we were taking 
an anticipated Pains of 5,500 barreis as opposed to an actual 
figure of 4,750, and I simply said to Mr.Frawley "Why don't 
you take your fair estimate on 4,750 and the return on the 
investment on that figure, because you know about thas." 

THE CHAI RMA W: Well it is understood 

we will receive from Mr. Cottle the Conservation Boards's 
figures supplemented by Such information as Mr. Nolan's 


Clicrnt may furnish you with on request? 


MR. COTTLE: YosSa 

THE CHAIRMAN: And, of courses, the Beds, 
equally. 

MRe FRAWLEY: That is closer to the 


point in issue and I take it the gallonage figures for the 


ten months' period are not so important. 


MR. COTTLE: Of course these figures 
for the Bes. will not mean very much by reason of the fact 


that they have a new plant in 1959 and their operation in 


T2756. WAS sos 


THR CHAIRMAN: Vell we will try to keep 


it as simple as possible and we will ask Mr. Nolan to 


furnish you with that information.» 


MR. NOLAN: My friend uas a statement 


for nine months. ~6 have had that shown to us and we have 
agreed that might go in. 


te ay g 
MR. FRAVLEY: That i he statement I 
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have been talking sbout. My friends have had thet for 


Some time. 


THE CHAIRMAN: That is not crude? 
MR. FRAWLEY: No, that is gasoline. 
MReNOLAN: We have had it before 


us and we have agreed to let it go in. 


THE CHAIRMAN: Tien Léy US Ue. 
MR. FRALEY: Yes, I showed it to my 


friends and they scc no objecticn at all. 


THE CHATRiMI«N: what exhibit is that? 

MR. FRA‘ Lay: Lt will be Bxhioit "751 
THE CHAIRMAN: what d@o you @all that? 
MR. FRAULSY: I call it a statement 


Showing the galions of fuel oil consumed in Alberts. Fuel 

Oil, of course, being everything, gasoline and all. 

Gonsumed in Alberta, January 1, 1939 to September 40, 1939. 
DOCUMBNT IN QUESTION IS NO‘ 
MARKED EXHIBIT "731". 

MR. FRAWLEY: That vas prepared by the 

Fuel Oil Tax Branch of the Department of the Provincial 


Secretary. I think you might usefully make a note, Mr. 


Chairman, that it is prepared in the same fashion as 
Bxhibit "456". It is just the same kind of information, 


as is in "456". Exactly the samee Exactly. But Exhibit 


TA56" is for the complete year 1938. 


THE CHAIRMAN: What Dr. Brovn says 


is if they take 5,500,barrels they should have a profit 


of 15.02%. Wow I have been interested throughout in 


what Mr. Halverson has had to saye ‘ould you refer me to 


R ant oe 2 
his discussion of Dr. Brown's evidence 


1 2 i woul 
MR. PRAULBY: Mr alverson would not 
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alee te): 6 Frawley, hes 


have been saying anything about this, Mr. Chairman. You 
see he is market ing. 

THE CHAIRMAN: No, he did not deal 
with the whole picture. 

MR. FRAWLEY: Oh. nos. (hat  teawhey 17 
say I do not think anybody except my friend pointed out 

the possibility of not coming up to Dr. Brown's anticipated 
throughput. That was just pointed out here recently. 

THE CHAIRMEN: But the Imperial does 
give us amongst them all - I do not carry in my mind who - 
what their profit was. 

MR. FRAWLEY: For 1958. Oh yes, indeed. 
You can go to Item No. 1 in my folder. 

THR CHAIRMAN: Yes. Now, Dr. Brown is 
accepting that isn't he? 

MR. FRAWLEY: Yes. Just at Page 14,194 


Of Volume 127. 


THE CHAIRMAN: Who is speaking there? 
MR. FRA\WL BY: Dr. Brown only. 
THE CHAIRMAN: Has the Imperial said 


anything whieh is contradictory of what Dr. Brown has said 
with regard to their actual profits? 


MR. FRAWLEY: Oh noe 


MR.NOLAN: No. There is completes 


unanimity on these refining exhibits that my friend has 


tendered. 
THE CHAIRMAN: Then Dr. brown enmes 
along to 1940% 


MR. FRAWLEY: Yes. 
THE CHAIRMAN: Has the Imperial, through 


any witness, said anything that would serve to show that this 
’ 


et4 


T2 
" = LT 16s 


do Jo Frawley, K.@. 


Was wrong, assuming 5,500 barrels to go through? 

MR. FRAWLEY: No. Let me recall 

your mind about that. There was hot a word spoken by the 
fepertal in this Céurt Room about 1940. You remember when 
we asked Dr.Brown to do a little sémething better for us than 
give us the historical picture for 1938, that he weat to 
Toronto, and he talked in Toronto to Mr. McCloskey and the 
Other refining people there, and he hes brought this infor- 
mation back with their full knowledge and consent. In 

fact you see from my folder that he is using the Imperial‘s 
Cwn estimated eosts, end using their own ¢epital investment. 


That I show my memorardum, and that is the fact. That all 


D7 of? 


in 
Came out of the imperial offiesc in Toronto. So there is no 


exception at all; and subjeet to the one exception...... 


MR. NOLAN: | Tt 4s hevdlyia<.- 
MR. FRAWLEY: My friend suggests that 


this Little folder of mine should be filed, just to have it 


. 


Ne 


THRE CHAIRMAN: we think it is extremely 


ed 


valuable and we certainly intend touse it. ‘well, I see no 


objection to that at all. 


MR. HARVIE: It is just a matter of 


easy references. we are referring to it so often. 


THe CHATRIAN: All vight, Bxhibit "7322", 


MR. FRAVLEY'S FOLDER ON DR. BRON 
ESTIMATES IS NO MARKRD BXHIBI? 
m7 Se" s 


ee m not dismissing ny 
MR. FRALEY: ta & ny 


ae) 


friend's objection lightly at all, but subject to that ther: 


is complete agreement that this 1940 picture whieh Dr,Brain 


- — i We. co eae ee 
be painting is a perfectly propa OnGe. They are all theiz 
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own estimated costs, runs and yields. Well, mot runs’. 
Everything but runs: 
MR. NOLAN: I agree with that. It 
is not strietly an objedtion. I do not know whether Dr. 
Brown is right or wrong about this 5,500 barrels. fll I 
Said was it was a hypothetical fisure and it must remain 
SO, however much information we got about the year 1939. 
Now, in Volume 127 at Page 14,229, there is a short discussion 
about this 4,750 barrels. 
MR. FRALEY: Let me say at once, I am 
yuite wrong about that. My friend is not bringing it up 
here for the first time. He queried that very same thing 
With Dr. Brown when he gave thst evidence. 
THS CHAIRMAN: Just read that. 
MR. NOLAN: 

"® Dr. Brown in the estimate of what the new 

z Imperial plant will do in 1940 you have taken 

He a figure of 5,500 barrels per day? 

de That is correct, 

ng As I understand it the figure of 4,750 barrels 

7 was the crude requirement to make our products 

. as we required them in the 1938 operations? 

WA That is correct. 

Ta How do you arrive at the differences between 

" 4,750 and 5, 500? 


"A That is simply my estimate of the ineregsed 


z throug hput that the Imperial plant will probably 

be able to run in 1940. 

"C Yes, that in a word is assuming that the conditions 
’ 


in 1940 will be better than the conditions in 1938? 


"A They are at least different. 


A 1 ois 
; < ‘au! + 
' .- f 
» 5 fe Ye ; - 5 
3 ‘ & . tts ” 
i925 ‘ * : are 
A * 7 : ® 
: ; ‘ . ‘ : ; - sus" = 
\ we “ f —_ or - oo = ig . 
. s Fie . B Was Baur os eae, = 5 —- vhs 
, f z =f = Heys Sy x ‘ary . eae ike 
S ng a 5 a eet . Z é Eee . 
es ~ : ' se ; 
Foe . x \ : 
r = . : ee 3 3 Be x 2 ae 
= 5 ; ‘ oe oc ae zs EA “a 
; ae m7 ‘ a ° ca E g ow 
i phi 1 ns oe Spies ke Gj te oA, . 
oe ae me ‘ ! 
£2 sci : re * oo as 4 sii 2? ‘ 7 
5 4 é. ge c 
ose ie ‘ cs Be =A F : weg - pe 
ue ; - se wan Z fo “29 2 oa war 
= > is we pad Thee eo. = 2 
‘ = : . ; 7 =e re Sten " Z &, “ 
t ? ‘ S € = _~ © +s 
ae 2a - F = a 4 4 a 
ve . = = é, “- weete via 
4 c ie ci 2 aa “a 
” : ee Bes 
, : Zt = “sal 5 
> es a3 . oy : 5. - ire 
‘: ig Se = a. SES 3 ay 3 a 
x : : A whee “ 
% ee ee aes a : ee 
2 4 : Se oe ar 
; ‘ : : x Ge aan 
at o a os * . ad E m S te “4 
=: H *« 4 t ae 
+ . S ot “ z 
: reat a 
: a2 ; ¢ 2 a 5; = bs ors 
ote aa ? en : 2 
3 % es 1 
ES ES : ; : Se = 5 - 
2 . : sis “ 
: : 5 a 8 2 
: 2) aa ea. =: 
5 a) : : z Bae Shs 
S ’ : 3 seas = x 
2 tx. wosy 2 : 
: 4 15 . : : 
a : : ; i : ; =! : i 
= * ao : - Free ~ 2 See 
‘ 2 : —— } y 
ES 5 oS ¥ . : 
x : °, Z re : , t 
- = 4 ‘ rs 4 : an) 9 
ARS } oe Bes = 2 
sa Se oe * : re e Bs ; — 
j i 2 2 : 
: ' : = - j 
f , f sy es 
: ; I = 
‘ ae 
4 ~ Me 
: ‘3 : : 
toe : 5 . : 
= oy é , : 
oe ‘ <-} x : ’ ries 4 4 B 
ay ‘ . x + i ea) z sre 
* ~ a be 
* ee = : as 
y ; : = ; ae 
s aes ; = - G 


P~2 
16 
Si io 


Je J. Frawley, K.G. 


ta They are different on the Side of inereased 


¥ thr ough put? 


i Theat is right. n 


and then it goes onto other discussions. 
MR. FRAWLEY: the next question is 
the same. 
"Q And that volume as you told us this morning 
. it just depends of course to a very large 
* extent in this country on the crop conditions, 
. Which in turn govern market requirements. 


"A iat is right. " 


You see I do not know and perhaps my friend does not know 

but it just occurred to me this minute, probably in his 
discussion in Toronto with the Imperial about their estimated 
costs and yields, that provably they azree ds It was just an 
estimate, but after all it was a reasonable figure for him 

to take. It is strange there is no explanation of it. 

He just says 5,500 barrels. I do not think he would of 
himself make up the 5,500 barrels. He does not know anything 
about crop conditions in this country, and I thought perhaps 
he and Mr. McCloskey had talkea it over ana had agreed that 
it was 5,500 barrels. However, 1 think the 1939 information 


Will be interesting. 


THR CHAIRMAN: Well-thatt is understood. 


i TH i ay ip =) 
MR. FRAWLEY: Then ~ need say no more 


about that. 


THE CHALRMAN: You have aS an exaibit 


the Jonservation statement and anything that is added 


<9 as ier by Mr. Nolan at Mr. Cottle's request. 
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Jo J. Frawley, KC. 
MR. FRAWLEY: Nov’ the next consideration 


is Drs Brown's rate of return. Dr. Brown says 15j. 

MRe NOLAN: Mr. Frawley, I do not 
want to be objecting all the time. But you did say were 
there any objections to this rate of return. It has to be 
borne in mind if this Commission comes tto the cone lusion 
that the cost of the raw material is to be inereased by 8 
cents a barrel, and if that is not to be taken into consid- 
eration in any change in tank waggon priees, then we are 
going to find ourselves in the position of narrowing the 
Spread on the refining operations, and that will have ‘to 

be looked into by Mr. Cottle. That will again involve some 
alteration in these figures which Mir. Frawley is giving 

You mow. I am not saying that 15.02% is not right. But 
15.02 is based on the circumstances as they have been 
existing and not on the circumstances thet might exist 

if the 8 cents goes into the cost of raw materials. 

MR» COTTLE: The circumstances as 

they existed before July Sra? 

MR. BOLAN: Yes. It will narrow 

the spread, and narrowing the spread decreases the net 
profit which in turn affects the rate of return. 

MR, COTTLE: Ac¢ per barrel less 
Income Taxes. 

MR. NOLAN: I do not know’ what trat 
is in money, nor do I know what difference it makes in 
the rate of return. It is naturelly a matter of calculation 
and you can work thet out very easilye 


= Shae > DAVIN eo . q ti if 
WRe COMMISSIONER LIPSsTT: Is the last reduetion 


that was given also to come out of this rate of return, 


Mr. ottle? 
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Me. COTTLE:. . 7 No, the last reduction 
did not affect jobbers' prieés and these rates of return 


are based on the refinery price, which is the jobbers! 


price. 
MR. COMMISSIONER LIPSET?: It is just the 2¢ cants? 
Mas COTTLE: Yes, the 25 cents 


increases the cost of the crude and therefore narrows the 
refinery spread to that extent. 

MR. FRAWL BY: I was going to make a 
very brief reference to the new exhibit "731" and then to 
call attention to what the Imperial's gallonage was 
for these first nine months. Their gallonage for the 
whole year 1938 was 39,167,346 gallons, end one-tenth. 
Their gallonage for the first nine months of 1949 was 
31,787,794 gallons. 

THER CHAIRMAN: Well wo will rise now. 


(At this stage the Hearing was adjourned until @ P.M.) 


mwten ‘to ead ey, wens 
‘ ; cinite : 
pete Ges Shy a ic ia eg hs! oe Wyo a 
eat ewutien 3 vache, Bn” 
, ; ) wit . veer. Hy 
A | ie st 
" | ne 2h 
Kens fe . ‘tow 
ehh OF 
Mey 
fbr on Thew 
Ry : eh ae ae | 
re shteld sing 


ve 
; 
& a: bl ’ hy 
ie ¥ , 
4 ree ' 
La 
* 
i ” a 
i 
h 
= . - 
5 Tl i A 
7, 
4 ¢ ii 


2 P. ase Session. 


Je dw Frawley, K. C. a phew = 
Cd 
a4 
ee ELS Mire Chairman, just be- 


fore we rcese I was asked to have Mr. Cottle make a 
calculation to see what effect on the Imperial's 
rate of reéurn, estimated rate of return of 15.02% in 
1940 would these recent reductions, the rdcent, the 
increase cf és¢ rather in the price of crude at the 
refinery, what difference that increase would make in 
the estimated rate of return which we have now at 
15.02%. 

es COTTLE: The 2¢ a barrel in- 
crease on the Imperial's plant operating at 5500 bar- 
rels a day would increase the cost of crude &3¢ a 
barrel on 2,007,500 barrels of crude, amounting to 


€50,187.50. 


THE CHAIRV AN; Where do you get that 
figure. 

Mike. COTTLE: The 2,007,500 barrels. 
THE CHA TRAN : Yes. 

MRe COTTLE: Ts 5500 barrels a day 


multiplied by 365 days. 2s¢ a barrel on that amount of 
throughput amounts to an increased cost on crude for 

the year of ©50,187.50 and the profits of the company 
would be decreased accordingly; income tax however 

would be decreased by 82% of the y50,187.50 or $11,041.25 
leaving the net earnings of the refinery 869,146.25 less; 
that sum represents a decrease in the return on the in- 
vesatment of $4,728,000, pardon me, I didn't say that 
properly, that decrease in earnings on the investment of 


$4,728,000 represents 4 rate of return, a zeduction in 
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the rate of return of .83%, reducing the 15.02% tc 
14.19%. | 

The same computation in 
respect of the same plant operating at 4750 barrels 
per day represents a decrease e the rate of return of 
“12%, reducing the 12.14% to 11.42%. 


Lxpressing this reduction 


in earning s-<~- 

THE CHAIRSGAN;: Would you mind just paus- 
ing there, iire Cottle, the 12.14% on the estimate---- 
WRe FRAWLEY: Estimate number three. 
THE CHAIANAN: Lstimate number three. 
MR. COTTLL: Recom.3 11.24%. 


I have also computed this 
reduction in terms of galions of white goods manufactured 
and the increased cost of crude represents an increase 
in the cost ot manufacturing white goods of .07¢ ner 


gallon, 7/100 cents per gallon. 
THR CHATRiVAN: The cost of producing 


white goods did you say? 


MR. COTTLE: Yes. expressing it all 


in terms of white goods. 


Now I have made the same 


computations for each of the cther examples given by 


Dr. Brown if you care to have those, if you wish to have 


them » 


THE CHAIR AN: Yes I think it would be 


nice to have them on the records 


MR. COTTLE: The 5. Ae new plant---= 


MR. FRAWLEY: That is Lstimate number 
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P 
bine COTTLE: Running 2940 barrels per 
Ge Yon 
MRe FRAWLEY: That does not appear in 


the estimate but that is the figure which he uses. 
wie COTTiL: Oh, it does not appear 


on your sheet, no, but thas is what the throughput is. 


mAJOR LIPSETT: On page 6 you say. 
iukke FRAWLiVY: Yes. 
MK. COTTLE: The 12.01% is reduced by 


9%, leaving 12.11%. 
mAJOR LIPSETT: Is that .09. 
MRe COTTLE: iO, «90. Dr. Brown's 


substitute plant for Imperial's, showing a return of 


19.049++-- 
MR. FRAWLEY: That is number 5, yes. 
MR. COT TLE 3 “here is a reduction of 


.86%, leaving, changing the 19.04% to 18.18%. 

THR CHATRM AN: That is page 5, 

ike FRAWLEY: that is page 5, item 9, 
substitute for the Imperial. 

WRe COTTLE: In Dr. Brown's substitute 
Mien, for the be A< 's="-. 
Wike FRAWLAY: | Theat is item 7s 

luke COTTLE; The 16.60% is reduced by 
62% leaving 15.98%. 
wAJOR LIPSETT: Whet is the reduction. 


. With Dr. Brown's 10;000 


barrel plant the £5.608% is reduced by 2975; leaving the 


rate of return 44.71). 
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MRe FRAWLEY: Then, Mr. Chairman, I 
might resume the what I was saying and thet now brings 
me to a discussion, as I saia now, I am making the 
submission that the Commission is warranted in using 
estimate numder 4, Dr. Brown's estimate of the 
imperial's 1940 operations, 15%, or as amended by ir. 
Cottle just now, making it 14.19% and I intimated 
why I was making that contention, it being more cur~ 
rent and a better all-around figure for the Commission 
to take and only leaving undetermined the question of 
the throughput which Dr. Brown has estimated at 5500 
ana in my submission to the Commission, the Commission 
is fully warranted in accepting. 
Now Dr. Brown's rate of 
return must be discussed. 
He says in volume 127, 

pages 14,209, starting et page 14.209, Volume 127, 
page 14,209 and the following pages, 

Ne.uR. FRAWLEY: Now then, the thing 

t that has to be discussed them I take it 

" is your views about the rate of return 

" which these operetions show? 

"a. Yes, that was one of the questions which 

" was asked me when I was here before. 

"oO, Now I would like to have your views 

either in response to thet one general 

Vi question, I would like you to state your 

Lh views on the propriety or otherwise of 

tt each and every one of these vates of re- 


" turn, what you have to say about them? 
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"Ae Well in estimating the proper rate of re- 
turn to ah oil company, refining company, 
. which takes all the risks, the business 

risks involved, I have assumed,-and which 
- I believe to be a figure which is substan+ 


" tially sound,-thet a 15% return on the 


- monies invested in plant shonld be allowed; 


m This is not an average figure that might 
: 6xist over & period of cs. years put 12°16 
» a figure which should not be regarded as 


" excessive due to the risks aud the vicis~ 

i situdes of ordinary business ventures; the 

y money which is invested in inventories about 
" 6% ané@ on the money which is tied-up in 

iw accounts receilvabie 7%. If we take those 

u figures we find that the averege depre- 

e ciation on the total invested capital 
figures out tu be avout 1lé-1Lh.” 


“Depreciation” is the word 


in the transcript but the word which he should have seid 


is 


“return”. "Return" is what he meant, the average rate 


nr return. 


res ms ai FEN. Nae TH © my jn + ~y ao 
THE CHALRMAN: Just &€ minute, it might 


confuse us, you are ut page what, line wha’ 


a bs e 


© 


FRAWLEY : Yes, at page 14,209, 


tne seventh line from the bottom, mr. Chairman, he 


says, he uses the word wdepreciation™. Now he immed- 
jately corrects it of course, he immeciately corrects 
it and it is perhaps hardly worth mentioning because 


. * 4 rane 4 . 
Mire Nolen says “depreciation” ara T say: 
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mig Wipes esc = 
Wie tar LW . : 
Re FRAWLY: Did you say depreciation? 
“A. I beg your pardon I am getting tired, that 
"the average rate of return 'so0 he changes 
"depreciation" to "rate of retura", and I will repeat 
"Ae I beg your pardon I an getting tired, that 
Mi the averege rate of return on the total 
" capital is about 13.1%; thet is arrived at 
A by about 77% of the total capital being 
" in the plant and epproximetely 113% of it 
u being in inventories and accounts receiv~ 
Wy eble; that is subject of course to correct» 
" ion and modification." 
MAIO LIPSLTT: Zid he sey how much he 
did use on the plant. 
MRe FRAWLEY: 77% on plant jand 22 in 
the belance you see. 
WRe GCOTTLE: 115 on accounts receiv- 
able and 114 on inventories. 
MR. FRAVLwY: 
"Therefore, any return on invested capital in 
"the neighbourhood of lé,~ certainly should not 
be regarded as excessive beceuse that might 
Nindicate simply a reasonably good year which 
"ig required to compensate for the lean yeers 
“which heve proceeded it or have followed, or 
tt "will follow; now thet figure may be compared 
"with the percentage returns as have been es- 
"timated and it is seen that the estimeted re- 
"turn, tha t the aauen return on the Imperial 
Nplant in 1936." 
Simple 


comparison which eryone can meke and he shows the 
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returns as compereé with the returns I have shown. 


Now right now urs Cottle and myself---+- 


THL CHAT aN: You first said 165%, didn't 
you? 
ihe FRAWLLY: 15, yes, on the money in- 


vested in plant. 


THE CEATR. AN: Oh, in plant. 
MRe FRAWLEY: Oh, in plant, the money 


invested in plant. 


MR. NOLAN: Anly. 

WR. FRAWLLY: Yes, only, then 77% of--- 
THE CHAIRMAN: Let me get thet again. 
MRe FRAWLEY: 15% on plant, eracking 


coils, distillatiou unit and so on, the plant. 

THE CHATHRL. AN: Yes. 

WRe FRAWLLY: 6{ mone y invested in in- 
ventories and 7% money tied up in accounts receivable. 
Then he says when he applies that to this industry 
this business of Imperial's, it averages out at 18.1%. 
idke COTT LE: The 13.1% being 77% at 
15, 114% at 7 and 113% ut 6, the average of those three 
is 13.1%. 

Nie FRI LEY : . YE So 

wR. COTTLE: | An@ those percentages are 
based on Imperial's new plant, the totel investment of 
which is $4,728,000; £1,100,0006 being inventories and 


accounts receivable. 


WR. NOLAN: Yes, now when I gave the 
Commission that figure, the 12.1%, there was scme 


question reised about it. 
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luke FRA WLLY: ind that is what I am 
gcing to say right now. jie are very apologetic to 
the Commissinn, to my friend and to Dr. brown, we 
thought we were checking ageinst tne 1928 actual op- 
eration and found him to be quite wrongy even at 11.58%, 
not lé.lj, but either one of us got a brain wave,-well 
if it was e brain weve it was wre Cottle’s,-and we 
Checked it against the 1940 Imperial's operstion and 
it wes quite right, quite right, so that is what he was 
talking about. 
Wke GOTTLE: You see the 1928 plant had 
only 62% invested, 62% of the capital employed, invested 
in the plant so that he would have an average the of 
62% &t 15%, instead of Drs Brown's 77% at 15%. 
Mae NOLAN: The point about it, Mr. 
Chairman, and I hate interrupting, the question arose 
here during my presentation as to whether Dr. brown was 
telking ebout 14.1% or whether he should have been talk~ 
ing about 11.58% end which had he in his mind when he 
was talking to us about what he theught was a feir rate 
of return. You remember, sir, that figure. 
Mie FRAWLEY: uw€é thought we had dis< 
covered something. 

,nyway it is now on the 
1940 operation, it is 1é-lj and that can be, you can 
check that by looking at Lxhibit "711", page 16 when he 
is talking about the investment in the Imperial plant, 


where he sets down whet is the invested ca>ital in the 


Imperiel's new plant. 


THE CHAIRMAN: That is volume---- 
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whe PRAW LEY} that is »xhibit "711" ana where 
he says that it is 77; which we thought was incorrect, 


is Volume 127, page 14,209 and 14,210. 


THE CHAIRMAN; what is that ixhibit 
number. 
Mie FRALEY: uxXhibit number is "711", 


his memorandum page 16. 
MAJOR LIPSETT: He said something there, 


Mire Frawley, about the rate taking care of the lean 


years. 
MWR. FRAWLEY: YESe 
MAJORK LIPSETT: voes that mean that the 


15% was the maximum or that that was the average to be 
taken for the good years and the lean years. 

MRe FRAWLEY: «well this is whet he says, 
the 13.01%, he calls it, he calls it 1¢, we might call it 
15 but 13 he says "If you average it over six or seven 
years, he says that might indicate simply a reasonably 
good year, it should not be regarded as uxcessive be~ 
cause, aS much as to sey, that somebody might sey or 
think that that was excessive, but he says that should 
not be regerded as excessive because that might indicate 
@ reasonably good year which is required to compensate 
for the lean years which heve preceeded it or heve 
followed or will follow. 


hit JOR LIPSETT: ihat is what I did not 


quite understand whet he meeut there, did he mean the 


135% was to be considered what the fair rite of return 


would be on « geod year. 


bike FRAWLEY: Oh yes, reasonable. 
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MéJOk LIPSETT: To make up for the lean 
years. | 
Mine FRAWLEY: Yes, because I have some 


more to read to you, it really runs through for about 
five pages there to get the tenor of his remerks.. 
THE CHAT AN: It boils down to this as 
Il appreciate it, that they are entitled to a rate of 
return which gives then an average of 14.1% beeause no-~ 
body knows what yeer there will be a crop feilure or 


anything else. 


MRe FRAWLEY: Yes. 
THR Chathwan: Is that not what he says. 
Nike BRAWLEY: Il wonder if I should not 


run through it, this is very important I think, very 
vital, and I think I should run these four or five 
pages because Il heave something to sey about this 
naturally. Do you think that if I ran through, there is 
@ couj;le of pages in which he goes over this again and 
he repeats it two or three times end then 1 think we 
could get pretty clearly what he does mean when he 
advocates this 1é.1% because it is very vitel, he says 
on page 14,210 and just continuing for a couple of 
pages, he says: 
“Now that rigure ‘and that is that figure is 
ipa. 
"may be compared with the percentage returns 
"og heve been estimated and it is seen that 
“the estimated return, that the actual re- 
"turn on the Imperiel pant in 1928 where they 
"hed the advantage of the oritish American 
“crude, — 12.8%, ‘that is correct, that is 


item number 1 in the folder Lxhibit "762", 


i 
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"that the estimated return, thet the ectual re- 
"turn on the Imperial plant in 19Z8 where they 
"had the advantage of the british smerican crude, 
"was 12.8%; that the estimeted return on the new 
"Imperial plant whei operated as the old one was 
"in 1938, is also 12.8% but my estimate as to 
"what the new Imperial plant might do in 1940 
"indicates a return of; what was it, 15.6, of 
"15.6%. Now let us take that then. Let us sp- 
"pose the 15.6% is actually earned on the in- 
"vested capital during 1940 for this new plant. 
"@- MAJOR LEPSLTT: Is not 15.6% the 
"Imperial's figure, was not your figure 21% or 
"did I get it wrong’ 

"a. Let us get that correct. iy estimated re- 
“turn on the invested capital at the Imperial 
"plant based on their estimated costs end the 
“estimated capital investment supplied by then, 
"would be 15.6%; assuming that prices of crude 
"and products to remain as they were in the 

PL bait, "20S". 

"Q. wine HARVIL: That is operating on 


"the 5,500 barrels instead of 4, FORt". 


(Page 17,192 follows) 
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"A 5500 barrels per day instead of 4750; that figure of 
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tt 
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course includes, my assumption is 5500 barrels will be 
run and therefore I say that is my estimate of what their 
plant will do you see; not my estimate of what sothe 

paper plant might do but my estimate of what their plant 
will do in 1940. Well that return of 15.6% is about 

#&% over this 13.1%. I woild not be at all concerned 
about that figure because it is for the first year after 
the new plant is in and they are entitled to a little 


quick return on that new investment. 


. You estimate the 1940 run to-be what? 


5500 barrels of crude per day, using 5% of raw casing- 
head- and no poly plant. | 
MAJOR LIPSET?: Yell you went on from thaty 

Pr. Brown, and I want to go through my notes and male 
sure my notes are correct, you say that you estimate 

the profits will be $960,000 or 21% of a return on the 
estimated capital on the basis of the cost being 2¢ cents 
per barrel less than the Imperial figures? 

Now let us get that clear on the record, that estimate 
ig an estimated profit on my paper plant. Tt is not an 
estimate on the Imperial plant. You see we Haye here a 
number of plants, some of which were in existence and 

no longer exist; some of which are in existence am 


operating; some arg about to exist and some never will 


exist," - 


and then he adds a very truth: 


Y 


" 


and it is going to be rather difficult to get this 


straight." 
Therefore, I took that, ~ 
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this. He put it all together aha that is why, so it would 
help us in considering these eight estimates. 

THS CHAIRMAN: | and a very useful thing it is. 
MR. COMMISSIONER LIPSETt: I suppose what he means is this, 
Pirsy of all he works out the 13.1% as a fair average, and 
then he says: "But I find it is going to be over 15% in 1940 
but I would not worry about that because that might be needed 
to make up for the lean years and make a general average of 
13%." 

MR. FRAWLEY: A Little quick return. T thine 
that is a good expression. 

MR. COMMISSIONER LIPSETT: To make up for the bad years in 
the past or the possible bad years in the future. 

MR. FRAWLEY: The 13% he makes up for the 
Lé€an years. 

THE CHAIRMAN: That is where we are a little 
confused. I thought he meant you should never complain about 
the refinery getting 13% because you never know when it will 
get 8% or none at all. If it is 15 he is putting in that 
category I would like to know it. 

MR. FRAWLEY: The rest of it really does not 
help to clarify his 13.1, that is the balance of this evidence 
in the two or three following pages. 

THe CHAIRMAN: When Mr. Nolan was speaking 

IT have a note on Dr. Brown here of 8%, 10% and 12.1% and 14% 


and 18% and I am getting 4 Little confused about what he wanted 
’ 


us to understand. 


oe hink. he also said the average 
MR. HARVIE: I think ! : 


in the States was something below 5% actually received, even 


if they did strive to get a return of 13%. 


MR. NOLAN: Perhaps this book of mine will 


wae 


1 


eo) 


he 


Lg Raise 
tere niley, kK. CC. 


assist in the end hecause I have all these references 
gathered together there. 
MR. FRAWLEY: It eertainly will assist. 
Major Lipsett is HOpine to get his pack trom mez 
MR. COMMISSICNER LIPSETT: That is one of the things I 
intend struggling fo1 ultimately. 
MR. FRAWLEY: iowas trying to skip some of it 
because I think it quite well could be skipped. Now, you see, 
this is interesting, I think; on page 14,213, he says, yes, 
this is the thing. He says: 

" Now where are we, where I left my discussion as I 


tt recall — 


because he was taken off on to other things just like anybody 
else is whoever said anything in this reom - 

" Now where are we, where I left my discussion as I 

"  reeall, that this 15.6% return, whieh is my estimate 

i on what Imperial'’s operation might be in 1940, is 

" gtill nothing to be concerned about —" 
THE CHAIRMAN: What figure is that not to be 
eoneerned about? 
MR. FRAWLEY: The 15.6%. 

" that ig nothing to be concerned about because 

uu if that return is actually realized during 1940 it 

mt is my opinion that prices will be Somewhat reduced 

m in the retail products or some other adjustment will 

a be made, such as the products will be shipped further 

South. I think that is the more likely one, the 
a oroducts will be shipped further South, due to the 
" fact that there is a little wider margin in the 


" refinery operations, with the result that in the 


. following year, 1941 perhaps, the plant will run more 
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crude at the same price per orude; thereby increasing 
its deficiehdy still further ana that Turner Valley 
crude will then actually find a wider market due to 
the resulting improvements in efficiency of the 
refining operations; Now it is perfectly sound to 
expand the market for Turner Valley crude by improving 
the efficiency of transportation, the efficiency of 
marketing or the efficiency of refining and the 
tendency will be to expand the market for Turner Valley 
crude by this improvement in the efficiency of 
refiming, so that the crude producer will continue to 
get the same return per barrel of crude but he will 
get a wider market. If that does not take place due 
to some changes ir the competitive sisuation, the 
other change is that there will be a Slight adjustment 
in the retail prices, in which case the market will 
not be expanded but there will be a decrease in the 


retail prices -" 


Now mark this - 


tf neither of those things take place and the operation 
continues at 5500 barrels a day with prices as they 

now exist, then there would be an indication that a 
relatively high profit in my Opinion would be made by 
the refinery but I want to emphasize---- 

THE CHAIRMAN: Why do you contemplate with 
perfect complacency 4 high return, what are the 
hazards, Doctor? 

Well I believe the hazards can be best presented by 
reviewing the history of the return on the invested 


capital in the refining industry, perhaps in Calgary, 
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J. d. Frawley, kK. CG. 1 Gee 
"in Canada and in the United States and in the world; 
now it is my impression that the average return on 

m invested capital in the refining industry in the 

4 United States is somewhere around 3 or 4 percent, 

" even under reasonably good conditions." 
and I will be coming back to that. 

" Now faced with that hazard —" 

Now, this is important - 

i: Now faced with that hazard of getting nothing back," -~- 
and that is nothing back or something comparable to nothing, 
ovor4 percent he calis nothing. 

" of getting nothing back, in my opinion there must be 

" the promise of getting 13% or more back in order to 

s keep the industry in the state of mind and in the 

“ ability to raise capital from the public so that it 

n will take those risks. Now that does not mean it will 

" get 13%. It probably gets much less return than a 

" public utility." 

And then we talk about hazards. The Chairman is putting it 
to him about hazards and so on. But to get back to finding 
out what he means where he puts the 15.6% that the Imperial 
earns, 15% on plant, we cannot take that really because that 
has to be averaged with inventories andi so on.. %o we have 
to take the 13.1% and what comparison he wants us to make 
with his 15.6% that he estimates fcr iir. Nolan in 1940 ana 
the 13.1 that he, out of the air, says is a reasonable rate 
of return, that is rather difficult. But he does so and I 
think it is rather important what he does say at page 14,214 


He says: Don't wrry about them making that 15% because they 
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are not going to be able to mAintain that. They are going 

to drop their retail prices." Yell, who knows whether they 
are or not. Then he says they are going to run the erude 
further, they are going to get a little wider market, Yell, 
that is just, with all due respect to Dr. Brown, that is just 
incorrect. That is all. He is just wrong because it is 
going right now, what he is talking about, South, itis 
going right up to the sontana line now, is it not? 

MR. HARVIE: Yes, but there is no 15%. 

MR. FRAWLEY: We are pushing it just as far south 
ag we can go. You will have to make a mark on page 14,213, 
that Dr. Brown is not right about that. I do not know what 
that does to his reasoning, how far it upsets his reasoning. 
He does not nced to talk about Imperial costs or sending 
their products a little further south, unless they send them 
down to Montana. 

MR. HARVIE: There is a great deal of that 
area not being served now. 

MR NOLAN: If we are going to have what, Dr. 
Brown says about these things, let us have all. 

MR. FRAWLEY: Yes. 

MR. NOLAN: If you will turn to page 14,216, 
he talks about the refiner. 

THE CHAIRMAN : Still Volume 1277 

MR. FRAWLEY: Volume 127, page 14,215. That is 
really where I had Left off. 1 think I had better continue 
reading down: 


ra 


2 But when you come to the refinery, if they do not get 


" their erude from Turner Valley, they still get it frm 
" gome other place, perhaps at a higher price, but they 


u ao not cease to operate? 
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It may. If it does not pet i erude from Turner 
Valley but has to bring in Cutbank crude and refine it 
and ship it back South, it is at a very great dis- 
advantage and is faced with the Cutbank erude being 
refined South and coming North and thersfore he may 
find himself that he has a big investment in the 
refinery and all he can supply is a little area, 
Calgary and North and he would be then in a rather 
unfavourable competitive position then with the 
refined products coming from the South and he is not 
assured that the Dominion is going to put a tariff on; 
he takes all those risks when he goes into the 
refining business and it is my opinion they ought 

to see a possible return of at least 13% before they 
are justified in going ahead with the venture and I 


say a return of about 153% in 1940 on their new plant." 


Now I guess that means "I see", Mr. Nolan. I see 


v7 


I see a return of about 154% in 1940 on their new 
plant, which I think is perfectly proper. I do not 
think they would be justified in building that new 
plant if they have only say 5% on their investment 
after they get it in; if they were guaranteed 6% on 
their investment of course that is a different story. 


Mow that is just my analysis of the situation." 


THE CHAIRMaAN: What word are you changing? 


MR. FRAWLEY: In the fourth line I suggest 


on page 


14,216 that the word "say" - that is if you agree 


with me - "a return of about 154% in 1940 on their new plant" - 


that you substitute "see", 


THE CHAIRMAN: 


You are substituting the word "see" 


for +A | say" a 
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MR. FRAWIEY: Yess 
THE CHAIRMAN : Yes, I. see. 
MR. FRAVIEY: And there is one more reference 


to it two pages on, at page 14,213, where he taiks atout the 
business and he gays: 
" In order to induce him to assume those risks," - 
that is the risk of demand falling off and so on - 
H he must see the possibility of getting a large return. 
iy It does not mean he gets a large return but he must 
N see that possibility because he knows there is going 
4 to be certainly some lean years. Now I say a 
" possibility of 153% in 1940." 
And that again, I think, should be "see". 


nm .Now I see a possibility of.15s% in 1940." 


THE CHAIRMAN: Yes. Yes, change that, 
MR. FRAWORY: Yes, and on page 14,218, the same 
page: 

"Q THE CHAIRMAN: 4nd you say for the risk run 


4 that is not an unreasonable thing? 

wh, No, It is a possibility now. If it were a reality 

" at the end of 1940, if I were the comaany I would pat 
Hs myself on the back and say "Vell I guessed right in 

a putting in the plant', and when that return is reached 
u I believe some adjustment would be made as I! have 

u deseribed, wider markets probably for the products 

a from the refinery or possibly a slight adjustment in 

n the prices; assuming of course that the demand for the 


" products continue and they continue running the 


nm plant to near capacity." 
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And I see what we must query 
about that is his sugsestion that the markets may be widened, 
because, as I understand the Calgary refining area is now 
serving all they possibly ean serve at present. 
MR: HARVIE: There are two other references, 


one On pease 145235. 


MR. FRAWLEY: Yes, he goes into it again there. 
MR, HaRVIE: “nd he states at that p&ge---- 
VR. FRAYLEY: tt continues on, does it not. 

He says: 


i It is my position that unless a company can see a 

"probability of earning 13% on its invested capital, 

: or more, they will not be justified and they will not 

e make further investments to improve their operation." 
MR. HARVI2: And again et page 14,253, he states: 

" Most of those factors have been discussed and I believe 

‘i it is, perhaps, not necessary to do any more than to 

? Summarize and say in my opinion @ return on capital 

n of at least 13% should be indicated in order to ensure 

i the attraction of capital to the enterprise." 


MR. FRAWLEY: Ch yes, I know he says thét, 


-but that is just Dr. Brown again. What I am interested in 


ig when he is relating it tc the 15% and giving some reasons 
for his opinion . I am obliged to my friend for page 14,233. 
I think that might be ]ooked at: 

tt May F elaborate a little further," he says; 

It is my position that unless a company can see a 

t probability of earning 13% on its invested capital, 

" or more, they will not be justified and they will not 

i make further investments tc improve their operation. 


" ow that is rather interesting in view of that conclusion 
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of tine that in 1938 the Imperial eathed 12.8% on their 
capital investment, which is Just about the 13.1 that 

I have arrived at. Having had 12.8% in 1938 they 
apparently came to the cone lusion that it was time and 
they were justified in making further expenditures 

to improve their plant. Purthermore, if - Ido not 

know whether they did or not - that if their estimates 
are comparable to mine their figures woulc lead them to 
the conclusion that that plant stands to make 15 or 155% 
on their invested ja gthat in 1940. If their eonelusion 
is also the same as mine that 13% should be in the cards, 
as we say, before they go ahead, that is the signal to 

gO ahead and build a new plant or extending their old 
one, and that is exactly what they have done. The same 
situation exists very closely with the British American 
Refinery." 

is just that sort of thing. Now, on page 14,234 he says; 
Now it is rather interesting to me that both of these 
companies, assuming as my estimate, indicated earnings 
around 15% on the invested capital, that both decided 

to go ahead with extensions and new plants, and that 

they did not decide to do that until after the year 

1938 when the return to the Imperial was about 12.8%. 

Now that does not mean that that 13% is a rigorous 

figure which should be regarded as a proper return to 
these companies on their working capital; what it means 
is that, unless they are in a position to earn 13% or 
more, in other words they must see the possibility of 
earning more than that, it is my opinion that business 


judgment, under conditions as they existed last year, 
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would indicate that they should not expand and further 
develop the plant. If the earnings should average 

over a period of 20 or 30 years say 8% on the invested 
capital; I should think that might be considered as a 
fair return but in order that it will average 8% they 
certainly must be able to see the possibility, and in 
some cases the actual fact of earning more thah 8%; 

in other words, 8% might be regarded as a proper retum 
LOT Ve PULL ALL ty. I have not given consideration 

to conditions in Alberta and I do not wish to recommend 
that 8% is a proper return. I am taking that simply as 
a figure to use in my discussions. 

THE CHATRMAN: Now what I want to try and find 
out is whut concretely emerges" - 

something does emerge now - 

from your very interesting discussion of this whole matte: 
matter; we have, as I understand it, the viewpoint that 
less money should not be paid for crude, that is one 
thing to start with? 

That is right. 

T understand, secondly, to try and put the whole thing in 
a nutshell, I understand secondly that you think that tha’ 
being the minimum price for erude and there being nothing 
startling to show that there is going to be a chamge in 
the cost of operation, that it is fair and reasonable 
under all the circumstances in alberta today, that they 
should have the return on the invested capital that they 
are now getting? 


Which is approximately 12.8 to 13%. 


Yes. 
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Yes. 

And so to go a further step, if the price of crude should * 
not be reduced, it would follow that any reduction in the 
price of gasoline which would have the effect of giving 

& lesser return to the refineries is something which 
should not be recommended, in your view? 

At the immediate present. 

1638. 

Yes. May I go a little further with that, I am assuming 
the price for crude f. 0. b. the refinery at $1.35." 


Now, you were taking him to 


his other further opinion that the rate of return being 


earned being somewhere just about his 13% then he saw nothing 


fndicated in the way of a reduced price. He says here on page 


14,234; 


TH 
} 


T 


" 


" 


Then I think that 8% on the invested capital, may 
be considered a fair return but in order that they 


will average 13%" - 


CHA IRMAN: Average 8%. 


MR. FRaLBY : 


YT 


W 


in order that they will average 8% they must see the 


possibility and the actual fact of earning more." 


Is that what he works his 13% on. It must be 13% to get 8. 


THE CHAIRMAN: Then where is his: 15? 


MR. PRaATLEY: 


If he gays 13, 13 and 13 then 


it is not 8 or anywhere near it. lt 22.3: I do not see 


where he gets from 13 to 8 at all. 


if Lt ware, & Public 


Utility Board giving them 13% so as to be sure that they got 


8% there would not be any sense in that at alls 


TH? CHAIRMAN: 


NO, but they would be guaranteed 
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their 8% then. 
MR. NOLAN: 8 is right for a public utility, 


perhaps, but not knowing local conditions---- 
MR. FRAWLEY: Where docs he get his 13% from, 


to make sure that is 8? 


MR. NOLAN: No, the 8 has nothing to do 
wise it. 
MR. FRAWLEY: Yes, it has something to & 


with it, because if it was guaranteed 8 he would be satisfied. 
So we do not make thema publétc utility and we secept 13 
with complacency because we know that is sure to give them 8. 
MRe NOLAN: He says on page 14,234: 

uh If the earnings should average over a periofh cof 

" 20 or 30 years say 8% on the invested capital, I 

? should think that might be considered as a fair 

" return but in order that it will average 38% they 

ds certainly must be able to see the possibility, and 

" in some cases the actual fact of earning more than 

" 8%. In other words, 8% might be regarded as a ore per 

" return for a public utility." 
MR. FRAWLEY: | All right, he says that. Well, 
that is quite all right. But he does not destroy it all 
with the last two words. He said if they got 8% and 8% 
every year that would be satisfactory. 
MR. NOLAN: No, he does not. ' He says 
8% return on a public utility basis is one thing. But with 
a Speculative venture that you have to be able to see a 
return of 13%, and that is another thing. It is a question 
as opposed to a speculative venture. 


of guaranteed profit 


MR. COMMISSIONER LIPSETT: Is it a question so much of a 
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guaranteed profit as a non-competitive position on the 

one hand and a competitive position on the other. Ido not 
think you can quite put it that a publie utility has a 
guaranteed return any more than the railways, which are 
public utilities, have a guaranteed return. They are saved 
from internecine competition among themselves and that is 
avout all. 

MR. NOUAN: It is a form of guarantee under 
the terms. 

MR. COMMISSIONER ULIPSETT: It does not guarantee a return. 
It is eliminating competition. 

TH: CHATRMAN: rublie utility theory, perhaps, 
cannot be worked out for our railroads owing to their being 
much bigger than are needed. But I think the theory is 

Pe vou, Limit a person to 4a rate of return you raise ther 
rate to allow them to make that return, if experience shows 
that they have not mde it. 

MR. COMMISSIONER LIPSETT: Or if the rate can be raised 

to that extent. 

THE CHAIRMAN: Ordinarily, whether itis gas 
or electric light or telephone, you see that the public pays 
a higher rate if they want to use the utility. 

MR. NOLAN: Under a public utility, Mr. 
Chairman, the rate fixed by the regulatory body gives you 
your rate of return, 

THE CHAIRMAN: and I think if the experieme 
is that that is not enough that justifies them 


of that year 


applying to the ~ublic Utility Board to increase the rate. 


MR. NOLAN: They do not do anything with the 


rate of return. They take the rate and change it and then 
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MR. FRAWLEY: The price per unit. They take 
the price per unit, 1,000 feet of gas ao a kilowatt hour, 
and shift that around. 

MR. NOLAN: Quite so. 

THE CHATRMAN: I think, as I understand the 
theory underlying public utility operations, if you are 
limited to let us say 7%, then the rates ocharecd are so 
allowed as to provide that rate of return. That is when you 
get into a public utility body. That anything that must 

of necessity run some risk of losing a assets entirely 

by reason of something else taking its place or smmething 

of that sort, then a higher rate of return is allowed by 

& public utility board to compensate for the risk entailed. 
But behind it all they intend that the public shall pay 
enough to give it a rate of return that is considered proper 
for that particular industry in which they are engaged in a 
public service. 

MR. FRAWTUEY: That is right. In other words, 
the Public Utility Board takes them under their wing. That 
brings us straight up to whether or not this rate of return 
of Dr. Brown's is right and proper. 

THE CHAIRMAN: What has become of our 15% 

in that last discussion, would you say? 

MR. FRAWLEY: I say that his basic opinion 
is 15%, on plant. 


THE CHAIRMAN: I understand about that diff- 


erence between plant and accounts receivable and inventories. 


ell. where is it now? He discusses the 15% as such. 
Tell, ¥ 


MR. NOLAN: Yes, My tord, at page 14,216, 


Volume 127. 
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THE CHAIRMAN: Now he says "I see a return 
of 153%." 
MR. FRAWLEY: He has told us that,"which I 


think is perfectly proper." 
TH! CHATRMAN: Perfectly proper. and I say 
the discussions you have just been reading to us turn on to 
15, don't they, and I say what has become of the 15 @r the 
153? 
MR. FRAWLEY: Yell, I cannot add much more 
about the 155 than to take you to what he first says about it. 
THE CHAIRMAN: Has he gort of changed his mind 
about it? 
MR. FRAWLEY: “at tage 14,211 he talks about 
the 15.6. He says} 

My I would not be at all concerned about that figure 

because it is for the first year after the new 

. plant is in and they are entitled to a little 

ib quick return on that new investment." | 

If then we turn to 14,216 

we find there he says: 

" I see a return of about 153% in 1940 on their new 

ue plant, which I think is perfccetly proper." 
It can only be perfectly preper in the sense I have mentioned 


at page 14,211 that it is a little quick profit for this 


year alone. 


THE CHAIRMAN: verhaps So. 


MR. COMMISSIONER LIPSETT: He says it will be corrected 


in the following year by trying to put the market further 


or a reduction in the price. 


MR. FRAWLEY: . wet us say frankly a reduction 
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in price. You see, he does not mean that they should te ve 
this 15% because he says they are not going to have it. 
They are going to drop their price because he finally says 
at one page, which I must remember to keép in mind, 14,214: 
" If neither of those things take place," 
and that is an adjustment of retail prices or the widening 
of the market, 
then there would be an indication that a relatively 
u. high profit in my opinion would be made by the 
refinery." 
MR. NOLAN: He does say we are entitled to 
15.6% on the first year's operation of the ww plant. 
MR. FRAWLEY: That is a quick return. 
MR. NOLAN: He said: 
‘ I would not be at all concerned about that figure - 
5 15-6 - because it is for the first year after the 
" new plant is in and they are entitled to a little 
” quick return on that new investment." 
MR. FRAYVLEY: Yes, you get it and then you do 
not get it again. It is just a little quick return once 
end for all. 
THE CHAIRMA: and you say "Jell, as a steady 
thing he stands on 13." 
MR. FRAWIBY: Because he repeats it so much. 


Now, take page 14,214. 


THE CHAIRVAN: He says it is not a public 


what it ig and over and above the quick return which the 


new plant is justified in expecting, they should be getting 


13% year by year, to protect them against----- 


ee * ne eA 
oat ie we Re a 
* Cora *~ te h 
bine ae 

i h. vs 


wat nd, Ob od ates 6d jad ” 


$ 


at te * vi ntl 


"RD ot 
pee 


bauoeosoo Ee va ed! tom) Bis 
aia wie yal uk ae 


nde ern 


T-3 


{Le 


Jd, ds Frawley, kK. OC. 


MR. FRAWLEY: 
and in a position to raise capital from the public so it 
will take these risks. That is at page 14,214. Even with 
the Nagards, get enough back. But that-is the average 
return which they have to take in the United States. You 
see, we must appreciate the full significance of that. He 


says down in the United States they get 3 to 4% return. 


(Page 17,210 follows. ) 


To keep them in a state of mind 
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i CHAT RMAN ; What page is that? 
MR. FRAWLEY: That is page 14,214 and that 


is @ considered sort of Opinion because that is after you 
asked him, Mr. Chairman --- 

THE CHATRMAN: Page 14,214? 

MR. FRAwLEY: Yes, thet is right. Yow .say 
to him, "Why de you contemplate with verfect complacency 
a on return, what ere the hazards, Docotor,” and then 
he says: | 


"A. well I believe the hazards can be best presented 


4 by reviewing the history of the return on the 

w invested capital in the refinining industry, 

" perhaps in Calgary, in Caneda and in the United 

" States and in the world; now it is my impression 
4 that the average return of invested capital in 

y. the refining industry in the United States is 

“s somewhere around 3 or 4 percent, even under 

" reasonably good conditions. Now faced with that 
o hazard of getting nothing back, in my opinion 

, there must be the promise of getting 13% or more 
" back in order to keep the industry in the state 

" of mind and in the ability to raise capital from 


" the public so that it will teke those risks, Now 
" thet does not mean it will get 13%." 


Now thet is his wey of putting it. 


? It probebly gets much less return than a public 


Pah ied ty." 
Now that is, 1 think, all we 


can say, it is all there. 


MR. NOLAN: lir. Chairman, mey I say, 


“8 esis és ther 
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interrupting again, that thet 3 or 4% is the average of 
whet the refineries did get in the United States over a 
period of years and that is consistent with his leter 
expression on thet seme page, that when he talke about 
13% he does not mean that they are going to get 13%, they 
do not get senything like thet in the united States, they 
get less there than publie utilities get bédause they got 
3 or 4% on an average over the years, 

MR. FRAWLEY: Yes, and now that brings me 
straight to what I am going to submit to this Commission, 
that they should not get enything like 13% in this Province 
because they do not get 13% , - they have a situation here 
where they have not got an effective competition, that 


is my submission, 


MR. NOLAN: what year are you talking about 
now ? 

VR. FRAWLEY: I em telking sbout 1938. 

MR. NOLAN: I thought you were talking about 
1940. 


“MR. FRAWLEY: 1939 and 1940. Now we cannot 


be in all years at once. I say at the time they earned 


12.8% in 1938 they earned thet because there was no effective 
competition, thet is my proposition, if they earned 15%, 
$f this Commission could surmise thet they would earn 15 6%, 


I would say they could only earn it beceuse there is not any 
conpetition. 
Now let me develop that whole 
point beceuse that is my whole point on the rate of return. 
The first thing I want to refer 


to and call the Commission's attention to is “xhibit "713", 


3 APIS se 
Meow, Hrewley, K, Cc; 


that is.the "xhibit, Mr. Tanner's letter. Now all Mr. Tanner 
does, -there is no magic in this, - all Mr. Tanner does is he 
reviews critically the document which is attached to his 
letter, a document which is celled "Standard Cil Company", 
"Imperial %il Limited Controlled by Standard Oil Compeny 

of New Jersey", and so on, It is a little pemphlet 
published by the Financial Post Corporation Service and 

it is authoritative I am sure, it is just a financial 
analysis of the Imperial Oil's financiel reports and 

Mr, Tenner in that letter points out thet he made an analysis 
of the Company's Canadian business in refining and marketing. 
TH CHAIRMAN: | What Sxhibit is that? 

MR. FRAWLEY: L& 18) Gee Di ey a Geer 

two parts, it is ifr. Tanner's letter to myself of the 16th 

of November and it has attached a financial pamphlet with 

a lot of analyses and statements from the Imperial Oil's 
Balance Sheet as of December 31st, 1936 and what he says 
there is that they earn 5.43%, that their earnings were 
#3,573,260.00, that was shown as net income from Canadian 
business; the company shows there, the company shows net 
earnings of 5.43% on their operetions in this country. 

Now thet is my first proposition, 
that is what ir. Tanner says this Company earned all over 
Cenadea in its refining end marketing operations. Then I 
want to call your attention to what iir, Ae He. Miller says -- 
Now lir. Tanner says that? 


THE CHAIRMAN: 


WR. PRAWLEY: Really Mr. Tanner does not say 


that. The company's own statement says that, says that. 


All Mr. Tanner has done is in 4 concise, informative way 


put that into a letter to this Commission and that is all. 
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Then Mr. Miller seys at Volume 99, 
Page 11,201 --- 
MR. NOLAN: Which Mr, Miller? 
MR. FRAWLEY: Mir. A. H. Miller and he is 
discussing, he was discussing this questioh of service stations 
which occupied so much of our time and he said: 


"A. Well our objective is, if possible, to secure a 


" return on our investment of what bank interest 
, might be, say 5% or 6%, plus the taxes. That 
d wes our objective. During recent years thet 
af objective has not been sustained,®. 


I merely mention that in passing to indicate what is in 
the mind of the British American Oil Company with regard to 
One portion of their assets and a very considerable portion, 


namely the investment in service stations. 


I then point to what Mir. Brown, 
Dr. Brown told us in Volume, just the thing I have been 


reading, Volume 127, Page 14,214: 


"Now it is my impression that the average returnof 
"invested capital in the refining industry in the 
"Knited States is somewhere eround 3 or 4 percent, 


\ a " 
“even under reasonably good conditions. 


MAJOR LIPSETT: Mr, Frawley, that cannot mean 


capitel as subscribed by the public; it must mean capital 
that they have built up out of past profits and past earn- 
ings because I cennot imagine any oil company could go to 


the publie and get money for e new venture st 4 percent. 


MR. FRAWLEY: Yes, it is not so much where it 


came from, Mr. Commissioner, it is there and it only showed, 
$h 5 ~ e 


when you look beck on it, it only showed 3 or 4 percent, 


” 


¥ 
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woey is ell, It is not ---- 
THE CH ATRMAN: Does that show enything more than, 


I mean dose that support the view thet thet is the proper 
rate of réturn or does it equally sunport the view that 

they heve just gotten so meny refineries thet they are not 
getting @ prover rate of return in the United States? 

MR. FRAWLEY: Right. Now that sort of begs 
the question, e proper rate of return, I say let us éxemine 
first what the Imperial Oil Comvany does in Canada, what 

its parent company and its effiliated companies or its other 
companies do in the United States and when we are all finished 
with it, whet conclusion do we come to? There is something 
wrong in this provinces. 

TH CHAIRMAN: And when I say a proper rate of 
return =f mean a proper rate of return as Dr. Brown uses it. 
wR. PRAVDUY: Yes, it is not 1% or 15%. Now 
wheat doss it mean? I have a few more bases to put before 

the Commission before I come to eny conclusion. 

Now ti want to call your attention 
to fxhibit "713" egein which shows, that is Mr. Tanner's 
letter end the little booklet which shows that the earnings 
in Canuda in 1938 emounted to $3,573,260.00. Exhibit "281" 
tells uS that the Imperiel Oil Company in the PrOVince of 
sient earned $650,561.7535 in other words, that the 


Provinee of Alberta contributed »¥650,021.75 to thet figure 


ef 23 573,260 ,00; that is, Alberta's contribution is 18.2% 
4) ° 


of the total Canadian profit. 


MR. NOLAN: Now, iir. Chairman, I do not care 


whet the percent is. I do not think my friend can use his 


figures when he cannot demonstrate to this Commission how 


the total earnings of the company were made up for the rest 
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of Canade, nor the conditions whieh existed in the other 
provinces behind those earnings. 
MR. FRAWLEY? If you had volunteered your 
number 9 for Genada we might have beech able to do it but 
you chose to refase that to the Gommission. Just wait 
until I finish what I have to say. I do not mind my friend 
interrupting me but I want to just first state my points, 
Now I find that 18.2% of the 
totel Canadian profit was contributed by the Province of 
Alberta; I find from & Dominion publication, the Depart- 
ment of Trade and Commerce, Dominion Bureau of Statistics, 
When one looks et the gallionege for 1938, we find that the 
@ross gallonege, the gross gallon salss in Canada in 1938 
were 762,591,000 gallons; 762,591,000 gallons; Alberta's 
gallonage was 73,735,000 gallons or 9.66%. Now I just say 
that our shere of the gallonage was about half our ecotrib- 
ution to the total profits of the Imperial O11. -I say again 
thet that indicates thet in other parts of Cenada there 
was some, there were competitive forces that were so ective 
and so reel that they kept the Imperial Oil Comnany down to 
5.43% but in Alberta, where comnetition was not as keen, 
was not as effective, the rate of return went up to 12.8% 
and Dr. Brown estimates it will go up to 15% in 1940, 


MAJOR LIPS#&TT: If I may interrupt you, 


Wr. Frewley, do those earnings in Alberta of the Imperial 


Oil Company, does that include their dividends from the 
Royalite? 


VR, FRAWLEY: No, that is just on their refining 


1 j ‘Ss P ru a W “7 le 4 é 
and marketing businesc. The very thing we ere talking about 


MAJOR LIPSSTT: I see. 
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MR. FRAVL UY: Just on their refining and 


marketing, 

Now, what I sey is that the 
Commission should have regard to what they were able to 
earn in other parts of Canada and the United States, if 
they had had their operations in the United states, beceuse 
presumebly if they had been in the United States they would 
have come within this description of 3 to 4%, 
THE CHATRVAN: Supposing we should conelude, 
fir. Frawley, that, perhaps they have had wrongful Government 
interference in two provinces and cut-throat competition in 
the rest, where would it end and have we not got to find that 
out, not just what they got in other places in Canada but 
what is right that they should get. 
MR. FR/WL HY: Well; surely -=- 
TH" CHAIRMAN: Supposing it transpired, 
Mr. Frawley, that if we were conducting an inquiry in 
Oiterio and you csme to the conclusion that they only got 
2 percent on their money and so with all the other provinces, 
that that is ell they could get, <= percent --- 
MR. FRAWL=Y: Yes. 
TH: CHAIRMAN: would it be your argument, I 
am just outting it to you ene I em not seying it would not 
be, would it be an ergiment to say, “Now in Alberta this 
compeny should certéinly never be ellowed to get more than 
they are getting in Ontario, no matter how absurd the 


; . ; é 
Onterio, that return in Ontario to them, might bé. 


UR. FRAVLEY: I know, you start with that 


premise. 
THE CHATRICAN: IT put it to you for your examin- 


ation send considerations 
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MR. FRAWLEY: | Yes; and I just say that we know, 


it is not far away in darkest Africa, it is just Canada; 

Now we think we have some general knowledge of the conditions 
in the rest cf Canada, We think that there is a certain 
amount of competition. I do not know, perhaps they heve it 
all to themselves in the other parts of Qanada and perhaps 
they have not. Perhaps Mr. Austin down in Montreal makes 
it very tough for them, bringing that stuff in from the 

Gulf Coast; perhaps that has a lot to do with it; perhaps 
the Statute down in Nova Scotia keeps them pretty close to 
the line; thet is all very true, but still the people 

of Alberta are contributing the lion's share, 18.2% to the 
profit, and I suggest 9.6% of the business. Now what does 
that mean, that just meens that the competition is not working 
very well in this province. It is for theseri@us consider- 
ation of this Commission, 1 suggest, whether or not something 
should not be done. Now what to do is the question. Is it 
to say that they only should earn in this province what 
competition in other provinces allows them to earn and that 
there should be some check and brake put upon the compe tition 


in this province. 


TH? CH ATRMAN: If it is right that in these 


other provinces they should only earn that, surely --< 
MR. FRAWLEY: Yes, that is true, of course --~ 


THE CHATRMAN: We are not striving, - I grant 


you, Mr. Frawley, - that perhaps we should not try and be 
3 BB e 

idealistic, but surely one of our functions is to be quite 
fair to the companies in eny recommendations which we make 


because we must assume thet those who asked us to make it 


dtd not want to be unfair and so it seems to me we must try 
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end arrive, first, at what is just, what is fair, what kind 
of business is this, what are its hazards and risks, what 
should it get on its money. Now I just put those forward 
because I want you to direct your mince to something which 

is in my mind, is it right to say, "Well they only got this 
in Ontario, they only got this in Quebec, they only ect this 
here and there, and therefore, it is right.', assuming my 
premise now that we should seek out what is right, does it follow 
that it is right, is it logical to argue that it follows it 
is right for Alberta beceuse it is all they can get elsewhere, 
I do not know, 

MR. FRAWLEY: I will just answer that by just 
putting it this way, it means then in this Province where 

we are for the first time, - and I say so with all respect 

fo British Columbia; we are for the first time closely and 

I think intelligently and sensibly examining the Oil Industry 
in this Province, the first time anyway in Canada I think, we 
have to first say what the rate of return is, whether it be 

8 or 9 or 10%, be it whatever you like, we have to do that 
first, make up our minds about that and then say, "We are 
going to put the stamp of approval on 10%, even although in 
the result it makes the people in Alberta pay 5 times more 
then in all the rest of Canada.", you see that is being 


consistent and what do we care about whet happens in the 


Over provinces --= 


T= CHAIRMAN: And to interrupt, we should say, 


tc be equally consistent, the people in cther parts of Canada 


are just not paying enough and that you cannot go on indefinitely 


paying too Little and still have your industry. 
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MR. FRAWLEY: well that is really what you 
would be saying. 
THE CHAIRMAN: Heve your cake and eat it, you 
dennot dés troy en industry and have it functioning for yous 
MR. FRAWLEY: Wiell that is true end I would 
have thought if thet were sd; then wheh we started to telk 
about Nova Scotia, there would have been a frightful holler 
go up in this room and the Imperial Cil would have taken 
pains to tell this Commission thet thet was a frightful 
stete of affairs down there, that they were in the red in 
Nova Scotia, that they were in the red in Nova Scotia, but 
they have not done that, they have done something quite 
different, they have not said anything like thst even in 
British Columtria, the exemple of examples where they were 


just treated shémefully. 


MR. NOLAN: what evidence is there of that? 
VR. FRAWLEY: Where they were what? 

MR. NOLAN: treated shamefully. 

MR. FRAWLSY: They proteSstec, 


MR, NOLAN: Not before this Commissior. 


VR. FRAWLEY: They saic to come in and cut the 


price 4 cents, to cut the price of gasoline 4 cents, was a 


terrible thing, Mr. Nolen, no question about that. 


MR. NOLAN: They did not say thet before 
this Commission. 


MR. FRAWLEY: All right, then perheps we should 
e Wy HS) ° 


go the other way and assume that that is an ideal piece of 
Legislation then. 


MAJOR LIPSZTT: Perhaps you would go this way 


and say, Mr. Frewley, that the justification for 13% or 15% 
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is the hazard of the industry but if that hazard was one 
outside ef this province or something which is wiong in 

Nove Scotia or something unfeir in Ontario which leaves 
their earnings there, brings their earnings there down to 
Perea or. 4%; that this province here should not be mace 

to pay 15% for thet extra hazard. 

MR. FRAWLEY: You see, those are the consid- 
erations which are bothering me and it is a very troublesome 
thing. I put it and I just suggest that we would not 

have been very fer advanced in the light of the Cheirman's 
point of view --- 

THY CHAT RIAN: That point of view is free to 

be changee@, Mr. Frawley, and I put it to you 80 you might 
examine it. 

MR. FRAWLEY: Yes, 

TH: CHAI RVAN?: And explore it and explode it 

if you can. 

MR. FRAWLEY: Yes, yes, perheps I am taking 
too much out of the company's silence, it is ell very well, 
we were not investigating the industry all over Canada it 

is true but nevertheless for purposes of good, weil meaning 
end intelligent business, they could have come into this 
Commission and said, “Now in other perts of Canada it is 
true, it is trae,", just as soon as they had it pointed 
out to them that they only made less then 6%, less than 
54% in all 


it when the evidenc 
there should have been something mere than that. 


Canada, my friend mentioned it, he mentioned 


e was going int but he did no more than 


mention it, 


T think I em justified, L respectfully submit in drawing 


from that evidence and from the foct that there was no 
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evidence tendered to the Commission that theyywere treated 
unfairly, unfairly; and losing money and being forced to 

go down to 1 or 2% in the other provinces, I think from 

that the Commission cen come to some conclusion that we 

are “paying the pipertin this nrovince; that even if we 

had e Dominion Number Nine, we would know what they did 

on their all-Canadian aperation end it would be interesting 
to know that but they ceme pretty well within the Amsericen 
average, they did better then the American average. 

Dr. Brown says 3 to 4 percent; in all Canada they did 

5.43 percent, a perfectly satisfactory state of affairs. 

I submit a perfectly satisfactory state of affairs and 

if that is a satisfactory state of affairs then just at 

the moment and perhaps superficially it has to be explored, 
but et the moment it strikos me as being something strange, 
to ask the one Province in Canada where the oil is nearest, 
the one petroleum province in the Dominion, the one where the 
volume is thinner, of course, and you cannot just jump at 
conclusions all at once, but thet the only petroleum province 
in Canada should be vaying twice, more than twice, and getting 


into three times,more than what they earn 4ll over Canada 


as a whole. 
MR. HARVI®: It hed the effect of bringing in 
two or three refineries. 


MR. FRAWLZY: It certainly has not done it in 


the rate of return which is what I am talking about at the 


y moment that has given me a great deal 
moment, and at the 


of concern, it is as importent and vital a problem as will 
9 4 


come before the Commission. I do not want to be said to be 


holding out that a company, the Industry, the Oil Industry in 
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this provinee, should earn 5.046% and not a cent more 

and that rates and prices should be fixed on that, 

that would not be, thet is not what I am asking for 

but I am just asking the Commission to consider whether 

or not it does not require some interference, some 

criticel objection to what they did earn and whether 

or not there should not be some reduction, some going 

down from what they did eern, to what, to see, to try to 

see thet the people of Alberta get the benefit of the kind 

of competition which I submit again in the absence of 
evidence is not to be assumed to be an unfair competition, - 
that the people of Alberta should enjoy and have the benefit 
of as good, as stiff and as healthy a competition as apparently 
exists in the rest of Canada and I think we must keep in mind 
that it is the kind of competition which exists in the United 
States and who are we to cry and shed tears for what is 
happening in the United States; if it is low, it seems 

low but apparently it is whet this Industry eared and I 

take it that there are many industries, I take it if the 
Standard Oil Company of Néw Jersey is earning 3 or 4%, it 


is not doing too badly. However, thet is the point and 


that is the heert of the suggestion which I make to the 


Commission, thet it would seem to be a feir inference that 


competiticn here is falling down on its job and that we 


must epply some effective remedy by substituting for the 


Lek a e lower, some lower 
rate of return which has been earned, lower, 


rate of return which will tend at least, at least tend to 


give, tend to give relief and the maximum figure which I 
ay 
will suggest will not be one which will hurt anybody but 


which will tend to suggest, tend to give, tend to give to 


the people of Alberta competition of the general neture that 
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seems to be in force in the rest of Canada. 

Now how fer down should we go? 
Wéll I might suggest we go right down to what they earned 
in all Canada, 5.47%, but I merely point that out to the 
Commission as what they did, what they did in the rest of 
Canada but I do make this serious submission that the rate 
of return shcald not exceed, that the maximum should be 10%. 
TH: CHALRMAN : Mr. Frawley, I think we will sit 
until 4.15 tonight as we have ai. engagement then and we 
will take ten minutes right now if it suits you. 


MR. FRAWLEY: Yes, it will suit me very well. 
( An adjournment of 10 minutes was here taken. ) 


( Go to Page 17,224 ) 
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MR. FRALEY: Now I thought, Mr. 


Chairman, that I should run through the computation, the 
calculation which results from changing the rate of return 
which we had up to today as Ws2%, but which we now know 


to be 14.19%. Iam going to give to the Commission vhat 


the consequences are - 14.19 I think is right. It was 


MGs? 

MR. COMMISSIONR LIPSuTr: 15.02. 

THY CHAI 2Ma NW: Yes, 14.19, that is 
Fright. 

MR. NOLLW: That is right. 

THs CHATRMA NW: On 5500 barreis daily. 
MR. PRLWLSY: Yess ie verge working 


on 14.14 but it is 14.19. Now then, Mr. Chairman, I am 
going to give you the consequences, expressed in refinery 
door prices, of roducing the 14.19 to 10%; to 8% and to 
6%. Wow using always Item 4 in Dr. Brown's estimates. 
That is where we get the 14.19. The first note I make 
is thet a change in the rate of return of each 1% is 
equivalent to a change in the net profits of »47,280.00. 
Tih CHAIRMAN: ~47,280.00 is the 
equivalent of what? 

MR. FRAYLRY: To each change in the 
rate of return of 1%. ‘ie are coming don from 14.19% 
The total yield of white goods from 5,500 barrels daily 
is computed by hx. Cottle to be 55,848,650 gallons. 
Iwill state that again. The total yield of white goods 
from 5500 barrels dsily is computed to be 55,848,650 
gallons. That comes from, this computation by Mr. 


Cottle comcs from tne yields shown by Dr. Brown on 


1n 
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Page 15 cf Exhibit N71 
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THE CHAIRMAN: Page 15? 
MR. FRAWLEY: | It is a separate page 


by itself. It has not as yet been called to your attention. 
But Page 15 of Exhibit "711", that is called "stimated 
Refinery Spreads and Yields." Mr. Cottle goes to those 
figuros in arriving at the 55,848,650 gallons. Probably 

I neod Go no more than that. The figure there given by 


Dr. Brown is 27.82%. 


Mike COTTLE: That should be gallons. 
MR. FRAWLEY: ATG vcesese | 
MR. COTTLE: Gallons. The 27.82 


gallons consists of straight run 13, cracked 16.1, natural 
1.5, kerosens .91 and distillate 2.51. @ total of 27.82 
fallons for each barrel of crude run. 

MR. FRA*‘J/LEY: Probably it is enough 
to say without going ton minutely into the calculations, 
that Mr. Cottle has worked out from the yields supplied 
by Dr. Brown in Exhibit my, that the to tel viwitins 
white goods from 5500 barrels daily, of crude, will be 
55,848,650 gallons. 

MR. COMMISSIONER LIPSETT: For the year? 

= FRAULEY: For the years Therefore 
a change in the rate of return of lv is equivalent to a 
change in the price orf white goods, all other prices 
remaining the same, of ¥47,280.00- 447,820.00 divided by 
55,848,650 gallons is 8/100ths of a cent a gallon. It is 
gallon or 8/100ths of a cent. The rate 


~-0846 cents per 
cf return is 14219. Nov if we reduce that rate of return 
first to 10%, it means a reduction of 4.19%. ttxpressed in 
terms of prices of white goods, the reguired reducvion is 


4.19% times »0846, equals 235 cents per gallon, or 1/$rad 


a te, Hee ere ‘ait 


ago 
od enone sate 


me rae E a ie am) Pa Eg +See 


\ fe Riko il 


Phe /netieapens ve oat so 


| . Wek ay rita re ohn a 


‘aati bers, ater ceili 


4 ma ye 


Je ae Frawl sy, Gs 


of a cent per gallon. 

So just expressed in a 
word it means thet reducing the rate of return from 14.19% 
to 10%, requires or results ina reduction at the refinery 
door, these are jobbers' prices, you understand, - of 1/3rad 
Of a cent per gallon, and I will give you just the resulting 
figure without the calculation with respect to the other 
percentages. If you go halfway down from 10 to 6 and stop 
a8, att 8%, the reduction will be, at the refinery door,.... 
MR. COTTLE: It will become 6.19 times 
°-0646, which equals .52 cents per gallon. 
MR. FRA} LEY: Se Cents per gallon or Half 
a cent per gallon. And then going to 6%, the reduction will 


regquirs to be .69 cents per gallon. 


Mis (COTTL Gs Or &.19 times 0846. 
MR. FRAWLEY: That is the caleulk tion, 


but the result reductions are as foliows:- Reducing to 
10%, .35 cents per gallon; redueing to 84, .52 cents per 
gallon; and reducing to 6% .69 cents per gallon. Those 
figures are all up-to-date, taking in the increase in the 
price of crude of 2) cents per barrel. They are right 
up to the last minute. 

Now then, any other 
Calculations can be Gone as the Comission requests. 
As I say I amrelying upon estimate Number 4, the 1940 
Imperial operztions. But Mr.cottle ean work it out for you 
all of the estimates, all of them right down to or.Bronn's 


10,000 barrel plent. 
Now that means that if 
my contention is to be accepted that there should be ways 


ané means devised of reducing the- price at the refinery door 
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to the jobbers and arbitrarily regarding Mr. Halvorsen as 

a jobber, to Mr. Halvorsen of = using the maximum rate I 
have suggested, 10%, of ,35 cents per gallon. 

MR.HARVIB: j : Do you suggest it should 
all apply on white products? 

MR. FRA’ILEY: Ve have worked this out 
that it applies on all white goods. 

MR. HARVIE: And only white goods? 

MR. FRAWLEY: weli, thet is what the 
jobbers are buying. That eliminates the others. That is 
threes grades of gasoline and distillate. It is not making 
any division between the gasolines themselves. It is 
putting it equally on all of the gasolines. 

MR. COTTLE: And distillates. 

MR. FRALEY: Gasoline and distillates, 
What they call in the trade white goods. | 

MR. COMMISSIONER LIPSETT?: Supposing that was sound 
in principle, would that be fair to put it all cqually on 
the three grades of gesoline in view of what we have been 
told about the position of the third structure? 

MR. PRAULEY: That is the way we have 
done it and eerteinly for the Commission Mr Cottle can 

just put it all on Ethyl or all on 5 Star, or just wherever 
you like. But at the moment we have simply allowed it to 
rest equally on all white goods and it means 4 reduetion, 
of course, @ less reduction on all of them, but if you 
simply selected one, take regular gasoline, 5 Star, and 
put it all on tothateccesers 
MR. COMMISSIONER LIPSETT: It would inersase the 
reduction in 3 Star. 


MR. COTTLE It maintains the present 
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spreads between the various pnp adie de at the refinery. 
There is a 1 cunt spread te tween distillate and third 
grade gasoline at the moment. Then there is e8 sents 
Spread between third grade gasoline and 3 Star, and 1 
cent between 3 Star and sso, And these spreads seem 
fairly reasonable. 

THE CHAIRMAN: I suppose you say, lr. 
Frawley, unless you leave these spreads, if you try te 
put it all on to one, if one had the power tc make such 
a reduction, that that would not bse Ssound,, beeause then 


this drainage from one to the otha would take place. 


Mie FRAULEY: Yoese 
THe CHAIRMAN: And so your submission 


boils down to this, if I understand you, that thers should 
be a third of a cent reduction on the price of all white 
produets to the Seibel 

MR. FRAWLEY: There should be at least 
one-third of a cent reduction on the price of white products 
to the jobber, and when I say at least, that is giving the 
maximum, I suggest to the tommiaston of 10%. 

THE SHAIRMAN: Your submission is that 
10% was adequate instead of 14.19% 

Mie FRALEY: well, that is adgqguate. 
That is the top. Then I ask the Sommission to give sueh 
effect as they think they should give to the eonsicerations 
which I have advanced for arriving at something between 
5.45, or let us say 6%, and 10jo3 but that if you reject 
all of that, in my submission the maximum ve must stop at 


ts 10%. het is quite right, and 16j means a reduction 
balers “i 
of 1/3 of a cent. 


THE CHAIRMAI: You say that 1/3 of a 
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cent should stats with the jobbers or do you go on from 
there? 

MR. Fra /LBY: | ‘hat I say is this, 

I leave refining, having found myself one-third of a cent 
per gallon, and I go into marketing. 

VR. NOLAN: Getting eloser to the 
consumer all the time. | 

MR. FRALEY: Yes. It is not mich 
good to the consumer at the moment. It is all locked up 
in North Ster Oil Company, Union Oil Company an Mr 
Halvorsen. 

MR. COMMISSIONIR LIPSETT: Mr. Frawley, that one- 
third of a cent you mentioned at the refinery, you think 
that the spread as between the three grades, so far as the 
refinery is comerned,is approximately correct. I mean 


you do not quarrel with it? 


MR. FRAWLEY: 
MR. COMMISSION &R LIPSETT: 

MR. FRALEY: 

are 11, 10 and 9ec- 

THE CHAIRMAN: 

there now? 

MR. FRAWLEY: 

gasolines. 

THE CHAIRMAN: 

MR COTTLE: 

There is Ethyl gasoline, "C" brand 
gasoline and Distillete. 

MR. COMMISSIONES LIPSSTT: 

with the spree 


refinery now, 


Those spreads? 

Yes, at the refinery. 
Quite right, now they 
How many grades are 

There are three 

How many dis$illates. 
Just one di stillave. 


gasoline, Third Grade 


‘Then you are degling 


ds as between them it is really at the 


because the spread when you get to the consumr 
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is larger. 
MR. FRALEY: Oh yes, we are just at 
the refinery. Wow as I say I pass from refining, having 
picked up at least one-third of a cent and I go to marketing. 
Now the first thing to du when we get into marketing is to 
review the people that are there now and so I have a fairly 
Short memorandum thet I can go through fairly quickly 
because it is merely a peruvunes memorandum as to who the 
people are now in this Provinee that are marketing gasoline. 
I start with Imperial. The Impcsrial had in 1938 a gallonage 
of its own, that is gallonage that it marketed. Now we are 
into marketing so we are not concerned with the gasoline 
which the Imperial refined for other people. But of its 
own marketing gallonage the Imperial enjoyed 24,540,921. 
That was 31.08% of the total gallonage in 1938. ‘The 
Imperial marketed 31.08%. 

Now I will refer the 
Commissioners to Exhibit "686" for the rest of the infor- 
mation, the particular information with respect to the 
Imperial Company. That exhibit "680" is a series of 
statements showing the number of outlets of each company, 
the number of warshouses of each company, the number and 
amount of the tankage of esch company Maintained at each 
outlet. It is a comprehansive exhibit, and it télls the 
whole story of the physiea’ position of cach marketer in 
the industry. I have in my hand merely an analysis cf 
that exhibit, a memorandum made fro thet exhibit to show 


the number of stations only, The Commissioners would have 


to go to the Exhibit to ses what kind of outlet, the 


precise capacity at each point and so OMe For my purposes, 


I simply stop to point ou* thet the Imperial operated 
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284 stations in 1948. [It was completely integrated, 
both yas to production, refining and marketing. 

THs CHAIRMAN: Now, Mr. Frawley, 
before you really get launched into marketing, just help 
me about this. ‘ve have Dr. Brown's evidence about refining 
in which he says that 4 certain pronitie in his’ opinion, 
not too much, and for the reasons that he gives. Was 

not some support lent to that, although not strictly in 

the field he was called to speak about, by Dr.Frey? 

MR. FRS EY: w8ll-I do not know 
whether or not anything as it were slipped into the record 
from Dr. Frey on the rate of return. But I can tell the 
Commission that he protested to me mildly that he be not 
asked about the rate of return. He did not want to go 

mito ite He did not profess to kao anything about it. 
Nothing ever came from Dr. Frey in answer to a question 

of mine. Mr, Nolan, with his very good digést, Might 

he able to point to something thet he said but I do not 
think he did. 

MR.HARVIL: I did discuss it with 
him, off the record, as to whether he intended to deal 
with that and he seid not unless he was pressed. 

MR. NOLAN: (think his approach 

té it, Mr. Chairman, was more a long *the line of whether 

the price structure was such that it now required 
Government intervention, and in comienting on that 

Dr.Frey said that it did not, and he would like it to be 
understood his remarks applied not only to marketing, 
industry. 


but to other branehes of the 


THE CHAIRMEN: Yes, but I thought he 
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Said something to the effect that the returns that the 
Company was gotting were not out of line. 

MR. FRAVLIGY: | It can be taken, I 
think what Mr. Nolan ssys is perhaps as far as he got, 

and it is worth while perhaps to search for it. Certainly 
I must admit that there was bound up in what he said that 
the rate of return was all right, necessarily. You may 
just as well say that he approved all of the expenditures 
without analyzing them. But it would not be fair to Dr. 
Frey to take him very far in the matter of refining at 
all, because there are tvo things about this refining. 

Qne is the expenditures. Wow Dr. Brown did come and did 
approve those expenditures. He did not find any excessive 
expenditures. 

THE CHAIRMAN: You see, as I remember, 
Dre Frey was conesrned with whether or not the Gcvernment 
should step in, and one of the things he looked into in 
determining whether or not from his viewpoint the tovem- 
ment should step in vas, were the profits excessive. I 
think Dr. Brown gets inferential support at least, if not 
Ccontrete support, from Dr.Frey in saying that, "voll 

there is nothing here that is wrong, that is out of line." 
If he does support Dr. Brown We should know, and put it 
right in with his evidence. If he lends nothing to it, 
I would like to know it. 


WR. FRA ULAY: I think there should 


be put right down now ones again thet stetement of Dr. 
Frey's when he said he would look at the profit position. 


He refers also to the fact that he and Lir. Cottle had not 


had much time to look at the profit position. Clearly 


+ . } +hat a 
he was talking about marketing. You reeall that ir. 
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Frey anc Mr.Cottle were examining the serketing operations.. 
THE CHAIRMA'T: That maybe quite right 
but I have a memory that when he was dealing with those 
occasions When Goverrmments should intervene in the 
industry, do you think he was talking of warketing thon? 
No. I think he was talking about Governmentsshould step 
in on such occasions where the price of gasoline to the 
public was too high for examplé, because of Stanéttyx- 
And he says "Certsinly tho Government should step in".. 
He says "Brown's statement 1s too Wide when he says that 
competition should always have full pley. There are 
times that Governments may, in the interests of the people,. 
intervene. One of them is When prices ars away up, because 
of searcity of products". He says in examining into that 
as to whether it is a proper case for intervention, 
"T would have regard to the profits, are they excessive 
oo not. Somewhere in there the point I put to him, or 
somebody did, was ™.ell what about the position here? Is 
this a case for Government intervention?" Not in those 
words, but did he not finally sort of give the whole stow 
his blessing? 
wR. FRAULEY: You see, Mir Chairman, 
I think we have to be fair to Dr. Frey, and say 

he did not look at refining. Nobody knows better 
than Mr. Gottle and while we do not want Mr. Cottle to 
give evidence st this stage unless it iS nNetessarys..er 
Te On TRAN: Is there not something 
in the book’ 


ay ma 3 on if 
MR. NOLST: Volume 161, Page 14,645 


He has been telking about top flights and no bottoms, and 
G ot aS > : 


this is my note on it. "if the Comission arrived at the 
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conelusion that the bhieas here were So completely out 
of line that they reouired as drastic action as that, 
I do not suppose there is anything else that eould be 
done about it, short of making it a utility." And then 
he says "As far as I am concerned, I do not see anything 
here in the gasoline distribution thet is so terribly out 
of line as to force a price regulaticn at every point in 
the structure, and that is what it amounts to." And 
then he goes on and talks about other things. 
TH CHAIRMAN: That might be what I 
am thinking of. 
MR.eHARVIS: I might say at Page 
14,655, you made the point again, ir. Chairman. You 
say 

nO Dr. Frey, to be conerete, Government inter- 

" vention, as I understand your viows - Dre 

ig Frey, Government interveition should, under 

: no circumstances,be made unless the conditions 

if are such as to patently indicate the need for 

" Government intervention? 


aA Yos. 


NG That until it appeared that Government inter- 


a vention is desirable it must be treated as an 
e omergency measure or of temporary duration 
x or it must be considered serious, of sc serious 


cs a character as to call for the ereation cf a 
" public utility which is to be put under the 


" dominanee of some Public Utility Board? 
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And then I think the important point - 
Now you have been invited to come to Alberta 
a and to make a study of the situation as we 


have it here; you have heard a good deal 


of evidenee from Mr. Cottle as to the 

" accounting standpoint; you have heard a 

M good deal of evidences bearing on other branches; 
" is the situation in Alberta such in your opinion 
" that it would call for Government intervention 

" of any kind? 


V4 In the marketing I do not soc any indication 
4, that there is any necessity for Government 


" intervention." 


MR. NOLAN: Now I can pick that 
up again right there. Volume 13a. 
WR .HARVIE: Again at 1351, Page 


14,661 he says:- 


v I do not sve anything in the present situation 
A. that is so completely out of line as to neces- 
“ Ssitate dovernment action es drastic as utility 

area ty 
bi regula tione 


THE CHAIRMAN: He is not talking of 
marketing at Page 14,661% 


WeLL 6 not got that. 
MR.HARVIE: eli I hav ot g g 


MR. FRALEY: I have that here. 

MR. NOIAI: St page 14,676, would 
you look at that, Lir Fravloy- iy note there is, in 
Speaking of Government intervention, "T did not eonfine 
my remarks just to sarketing. I would say that my remarks 


would apply with equal force to any part of the industry." 


K ity A Net St fae 
went we by ia .: aol 


| jie oct te saoneng, ‘ata 
| an) | Man aed ot ae ott oy 


nap 


ae 


jenansi 


ot 


a, f Ned ’ oa - i | 
~ ; a. vey, if Ay 4h ; 


ith teidnee as ot eons Lewpe Hd 


: es, pe Pat | 


T=4 
13 


Je Jd. Frawley, K.%. -17;236- 


MR. FRALSY: Is that Volume 1329 
MR. NOLAN: Yes, Page 14,676% 
MR. FRAVLEY: 

"a Now, Dr. Frey, I have two or three matters 

: and I am finished," 
THER CHAIRMAN: Now who is this? 
You sre examining? 
MR. FRALEY: Yes, I am examining. 


government intervention in any part of the industry. 


We 


+ 


marketing e 


Now Dre Frey, I have two or three matters and 
Lam finished: £irst: of all I would like to 
cloar up something which may possibly have 
been a misunderstanding from your evidence; 
you indicated that competition is a healthy 
thing in erude,but you dia indicate that cir- 
cumstances might arise whereby there might be 
governmental interforence in the marketing end; 
now did you intend to say thet or is it your 
view that circumstances also may arise in 
connection with the sale and the movement of 
the crude which might justify governmental 
interyention of rome kind? 

Oh, yes, I did not confine my remarks just to 
I would say that my remarks would 


apply with equal foree to any part of the 


it 
industrye" 


That is there should bea 
Is 


that the note my friend had? 


IR .MOLAN: 
MR. FRo\'LBY: 


Yese 


You see he had ieft the 
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impression in Somebody's mind that there eould only be 
Government intervention..... 

THE SHALRMAN: Does it mean that? Or 
does it mean that he did not see any need of Government 
intervention? 

Mi. NOLAN: Because? 

THE CH&IRMAn: Baéeause there is nothing 
wrong here, nothing out of line. 

MR. FRAWLEY: No, let me read it again. 
I want to elear this up. I thought in fairness to him it 
should be cleared upe "You indicatsd that enmpetition is 

a healthy thing in @erude, but you did indicate that cir- 
cumstances might arise whereby there might be governmental 
interference in the marketing end; now did you intend to 
say that or is it your view thet circumstanees also may 
arise in connection with the sale and the movement of the 
erude which might justify governmental intervention of 

Some kind? &. Oh yes, I did not confine my remarks 

just to marketing. I would say that my remerks would 

apply with egual foree to any part of the industry." 

TI CHAIRMAN: Vell, would not you 
think all his remarkSe-e.-. 

MR. FRASLEY: Thoss retarks I was 
Calling his attention to where he indicated that circum- 
stances might arise where there should be Governmental 


interference in the marketing end. And then I said:- 


"Well don't you mean that there might be Governmental 


interference anywhere if these circumstances of yours 


id S 14 intend to 
arise?" Ang he said "Oh yes, I did no& inten 


confine my remarks..-+--+-" and I interpret those remarks 


just to marketing. He said those same remarks would apply 
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with equal force to any part of the industry. 

TH CNGIR MAN: I thought before 

De. Frey got through, whether it is there or not, but 

I thought at some stage Somebody put to him, ané I thought 
I did myself; Did he find anything here thet seemed to 
call for Governmental reduetion in price or interference 
of any kind? 

MR. FRALEY: I think you are right 
When you say he generalized in this way. I think I can 
find it for you. I put over and above ell that the fact 
that Dr.Froy was not asked to,and kept carefully out of, 
anything in connection with this kind of refining. That 
is all. Theat is refining in 4lberta by the Imperial Oil. 
I think that is right. 

MR. COTTRE: Yes, Dr. Frey did not 
analyze the refinery operations with any degree of 
intensity at all. He was aware, of course, of the 
genoral aspect of the refining situation, but only in 

a very generel wWaye 

MR. COM IISSIONER LIPSETTs I have a note of a 
statement that might give you the reference. "He thought 
conditions in Slberte were such tiat the consumer was not 
paying more than anyone else on the North American 
Continent." 

WR. NOLAK: Tact is having regard 
to the geographical position in whieh they live. 


HA IRMA N Yes, what page is thet? 
HE CHA IRM N: Sy 


Me. MOM -ISSIONER LIPSETT: Theat is in Volume 132. 
1. COMMISSION us LiPeii-. 
That is in the afternoon. 

4 I am asking this, Mr. 
THR CHAIRMAN: 
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tell you While that is being Looked for what I want to ask 
you about is this, if as I Suspect thet you at least have 

a general approval of Dr. Brain's evidence as to a 
reasonable rate of return farm Dré frey, it does not matter 
whether Dr. Frey analyzed the Statements or made any 
caleulations or not. He heard all the evidence at least, 
if this is a fair rate of return, having regard to the 
Situation in Alberts, then whether they did or did not ot 
that rate of return is a matter of calculations But his 
statement as to what would be a foir rate of return out 
here in this part of the world would be of interest, because 
of his experience, 

MR. FRALEY: Oh quitee 

THE CHAIRMAN: Now then, whether he does 
or does not support Dr. Brown, anc we will Suon have it run 
down I expect, here is what I would like the benefit of 
your views upon, if there is any evidence that points to 
any other conelusions. After all the evidence is "Row 

we who are experienced in this industry say to you that 

you cannot have an industry in a healthy condition and 

you @annot attract capital into it, and in short it can~ 
not function properly unless it gets a certain rate of 
return". Is that right? It may be indeed so. But is 

it right for us to say "Well even though that be all the 
still we think that we can judge for 


evidences before us, 


e 4. 4 $ 
ourselves as to what a company so situated should get in 


the way of a return on eapital," and speak accordingly. 
Or should we say "ell we may have notions of our own 
but in view of the evidence of all the experts that have 


been before us, with no one saying them nay, and while we 
pny 


may be seeptical abcut it, there is the evidence and we 


must act upon the evidence. "shat is your view about that? 
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luke ERE WL; | well I-heve a view about 
thet, thet brings me back---- 
THE CHé Ths. AN; It may be very important 
to us some dsy and I would like to have the benefit of 
your thought. 
Mie HARVIG: I think I have a refer+ 
ence to that from Dr. Brown, if you would like it. 
THE CEL TRw AN: YESe 
tke HARVIn: It eppeers at Volume 
1é7, peges 15,660-61-62 I think end I em just reading 
Mr. Chairman, it is en extrect from those pages and it 
reads this way: 

"THE CHS TRMAN?' Doctor, I would like 

"to know if you would care to develop the 

"point es to whether or not it is in your 

Pelee deciretre to have any type of interven- 

"ing body extending between the Government 


He, 
Cc 


nd the industry; and if so what type of body ! 
And Dir. Frey: 
"i. “ell in the first instance on conservation 
"T have Gefinitely committed myself. Thet is 
"TI do believe that it is desirable to have a 
"conservation egencys In refining I have seen 
"less ocezsion here than would appear to have 


"been necessery et one time or another in the 


"United States." 

THE CHilHwAN: YeSe 
wké HARVIL: And them he goes on with 
some thing elsegput I think that covers it. 


WR: FRAWLEY: That is just because there 
dWitt « av/duls 1 oe 


are not too many refineries or too few, but I do not 
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know that he-+-+-+ 

Rs HARVIE! I think it just the 
point thet there is not too muth profit here aha 

that is the reason. 

Mie FRAWLEY; Ido kn6wothet.-e1t 
comes down to the very thing the Chairman hes in 
mind. 

THE CHATIwAN: I would like very much, 
I think it is of some importance unless iir. Frawley 
you succeed in persuading us that it is not; what 
these experts sey about this rate of return, bP weakda 
like to have run down, with Counsel's assistance over- 
night, anything which is seid in which he definitely 
rejects the idea thet he should intervene and 

any evidence with regard to what ‘Dr. Brown has said 
on the rate of return or whether or not,-I confess 

I had the impression thet he more or less put the 
general stamp of approval in a general wey on what 
Dr. Frey aed said. 

MR. FRAWLEY: Yes, we must find thet 
you if we can but 1 will warn you now that it would 


for 


be very general because he did not apply his mind to 


it like he did to marketing. 


THE CHAIRMAN: Whatever it is, if we 


could just put in here with the rest. 


WR. FRAWLEY: But when you ask me 


whether you must follow Dr. Brown or not, I put it to 


you in two ways, Mr. Chairman, first of all you must 


analyse, you must be persuaded that what he seys, you 
: ’ 


must be persuaded by his reasoning, you must say "Well 


Zon 


that appeals to me, whet he says and why he says 13% 
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if he had co. here and’ seid 12; and "Don't ask me 
ques* ions about it, I say 1é.1%", I presume the 
Commission would have little hesitation in rejecting 
it but he gave reason end if you do not think that 
his arguments hang together there in establishing his 
18%, then you will not accept it, you will be far 
from compelled to accept it but supposing it does 
hang together---- 
TH CHA Tica: Just let us take one 
for instence, as ah illustration first. 
lune FRA vil Y : Yes. 
THe Obs Than ; He says unless you get 
that much you cen never hcpe to attract capital into 
this industry. Now we have instanees in Calgary of 
the Imperiel building a new plant, that is putting 
reel money into a new plent.e we know that the british 
Ameriecen heve put up @ brand new plant. we are told 
by Mr-e zeyland and iir. Plotkins thet they ere adding 
eracking units to theix plants. i suppose it can he 
taken for granted that, it is advantageous to the 
public as well as to themselves, that these people 
have been able to invest that money and compete one 
with the other with better machinery, better meens of 
getting out their products and getting more out ofa 
barrel of crude than they theretofore have been able to 
do. 

Now Dre Brown seys "You 
cannot have that sort of thing, ycu just cannot have it 
unless you allow them this rate of return", 


But what does he mean 


Mine FRAWLEY: 


“ol aa. aaa ; Bu : 
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when he says later, tue rate of return, when he says 

in the United States the average rate of return is 

g¢ to 4%? There are new refineries going up there 

every day end they are soing in there knowing what the 
rate of return is going to be. We are talking about 
attracting refinery capital ‘nto Alberta today. What 
would keep refinery capital out today? The competition 
wnich now I think for the first time,-I am not as hope- 
less about this industry as I was a year ago,-I think 
now we are going to get, we have three brand new reo 


fineries, with sir. Plotkins coming along, that is going 


to mean sOmething ana that more than anything else is 


going to keep a new refinery out. Surely a man coming 
in now with money to invest would say "I know whet 
these new refineries are going to mean to us, the rate 
of return is going to come down". 

THE CHA TRAN: I am not just thinking of 
that, I am saying “Here sre refineries which ére here, 
they must progress or they must go out of business". 
MRe FRAWLEY: YESe 

THE CEALTKoAN: vhat is the history of 
any business I expect, they have either to go on or back, 
they ere not static for long. 


TH CHALK: AN: iow they must have the 
money. either they make it out of the profits which 
they see ahead of them in the industry, they are just- 


ified in using their capital to put up the sort of 


thing which they snoulé here—--= 
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Mhe FRAWLLY: Yes. 

THL CHAT RYMAN: 3 Mow it is not a new 

person coming in, they have been able to keep up 

their plant---- 

MR. RAW le Y: Ye@Se 

THE ObLTRMAN: vO that they are ef- 
ficient plants. If those plants go to pieces then 

of course the public is sooner or later going to pay 

a let amore for their gasoline, if they are we rkirg 

with obsolete, broken-down, worn out machinery. They 
have been able to keep them up and he says that is 

the sort of thing, thet is the reason why you have to 
@€llow them 13% and you say "..ell now he sefutes himself 
by saying 4 or 5% is all they get in the United States", 
or 2 or 4%, whatever it was---- 

mike PRAv LEY: Yes, and Imperial's exe 
perience here helps to refute him too. 

TJE CHAIRMAN; YESe 

MWRe FRAWLLY: But what I am bothered 
about is this, you speak about dangers in the industry, 
Here is wir. Mayland embarking upon a new venture, or a 
suggestion amounts to the terrible business of one-thira 
of a cent, that is all. If Mr- halverson for some other 
reason, not because 1 suggest it or because this vom- 
mission suggests it but because good business would in- 
@icate he should drup it right down to my 6%, drop it 
down to .69% of a callon through his jobbers, ar. sey 
land would heve to accevt it, he would have to accept 
it and go on and fight for more of uixre Halverson's gal- 


lonage, fight to increase his own gellonage, and the 
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thing which would seem to be = radicel thing in this 

Commission, in this chamber, is just nothing. I+ is 

just accepted and that is one of the incidents of the 
industry and Mr. Meyland cannot have any assurance 


at all, what assurance has tir. Mayland got that he is 


going to earn 15%. Mr. Halverson with the strcke of a 


pen can say that he doés not earn that---- 
Ths CHALIWwAN ; Oh yes, I think that is 


quite right, mind you---- 


wife FRe WLeY: That is what bothers me 
about it. 
THE CEAIRMAN: But when we come to mak- 


ing recommencetions we must make them with ell the 
earnestness of two people who feel that they may in some 
way be implemented and forced on somebody else. 

Wie FRAWLEY: YeSe 

TH. CHAT AD: .€ have to be very serious 
about what we do beceuse we might be taken seriously and 
thet woul@ advocate or suggest that it might be acted on, 


so we have to be awfully sure we are not doing somebody 


some herm. 
Mme FRAWLEY: that is right. 


THE CHAIR: AN: low then supposing we were 


sitting in a judicial capacity, «re Frawley, and the 


evidence was what it ls---- 
ake FRAVLaY: Now I wes going to point 
that oute 

THE CHA TRual: If we rejected all the 
evidence vefore us-*-" 
Mire FRAWLEY: Yes. 


THE CHAIR. AN: Because it wes unworthy of 
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belief or becuuse the reasoning behind it, which led 

to the conclusion put forward by the expert, did not 
appeal to us--+ 

Mie FRAWLLY: Yes. 

THE CHALK, AY: what would we say, we 
would say "We have no other evidence": 

Linke PRAWLi Y: But what does the trial 
judge say now, that is just exactly whet I was coming to, 
what does the trial judge sitting in a personal injuries 
action do on the question of damages; the plaintiff sub- 


mits that his damges are 410,000 end it may be one of 


those actions in which there was no contest, just a proof 


of damages and no opposition to it---- 

THE CEsliiwtl ; Yeb-~ 

Mike FRAWLEY: But the trial judge says 

“I have all the evidence before me that the damages are 
%10,000 but I will apply my own mind to that and I see 

nothing, there is no false testimony here at all but I 

am not persuaded about it so Il have, I refuse to accept 
g10,000", and he reaches a judgment for 7,000. Now 


that is happening all the time. Now what is the reason- 


ing of the trial judge whem he rejected the whole effect, 
the whole 100% of the submission mace to him with respect 
to the dadages which should be awardeato the injured 


person? I sey he epplies his own independent mind to it, 


he doés not just capriciously say "TJ will not say 


¢10,000, I will say ~8,000". 


wRe NOLAN: You are speaking only of 


general damages and not of special damages. 
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Mie EFRAVLLY: I do not suppose it 
matters very much. 
MR e NCLA: It does matter very much 


because one is susceptible of precise proof. 

likie FRAWLIY: ana you think this is 
susceptible of precise proof, I say no more than 
generel damages. 

white NOLAN: If we heve proved to the 
satisfaction of Dre Brown that nur operatkon is fair 
and reasonable, I do not know what we have left un- 
done. \eé have gone through the whole thing. 

Whe ERA LEY s Would it not be a 
trogedy, would it not be a ridiculous state of affairs 
if this Commission, because we had only one witness 
spesking in any detail on rate of return, would feel 
bound, against their own personcl convictions, that 
this Commission is like a trial judge, they do not just 
have to act because Dr. Brown seys so and so, therefore 
we must say so and S80. 

THi CHAIRMAN: No, we might reject his 
evidence in its entirety. 

une FRAWLEY: Then you would not have 
to make a negative answer. 
THE GHATRwAN: But if we have done so 
whet have we left. 


ihe FRAWLEY: You heve your own opinion 


to superimpose, you have to take certain basic data 


from his evidence---- 


tR. NOLAN: Wo, it is all rejected. 


You do not take him in part, you do not take the part 
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you like to use and leave the other part unused. 

MRe FRAWLEY: I would think then-+-- 
THE CHATRELN ¢ Of course you say that 
all his data leads to e certain result, a factual re- 
sult. You say it does not necessarily follow that we 
are bound to accept his stetcments unrelated to this 
factuel result, namely, that it is not too high, it is 
all right. You say we can go with him &11 the way to 
find that 14.19% is what this company should earn in 


1940 with the reductions computed by .r. Cottle. 


(Page 17,249 ~ follows) 
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“e do not have to accept his view. 


ae Eda’ LEY: His opinions. 

THE CHAIRMAN : That that is the right 
return. 

Mae PRAY L BY: That is just a 


question. That is only his opinion. ‘hen I say he 

takes it out of the sky, I mean he is an honest man and 
he gives us the benefit of his own opinion, like every 
medical expert that ever went into a witness box,. and 
whose svidenes was not wholly acecpted. Thet is all. 

THE GHAIRMAN: He says this is a 
hagardous industry and so on anc so one Now here is an 
expert who says "I know this industry and I know this 
business. It should gat, in order to attract capital, 

so much money." In the next breath he says "In the United 
States thsy are only serning 3 to 4%" I eould understand 
if he had been examined then: Are they getting capital 
there? Are they enlarging their plants? Are they able 
to pay thoir vay when they arc only getting 3 to 4%? 

I do not think there is a word about that. 


MR. FRA Livy: I know, but Mn Chairman, 


iw 
I could go through the evidence, it would be a task I 


: ne Swe Beow ls eri 
kno ,, but you could get out of br. Frey s evidence that 


the refining industry in the United States is not static. 
He talks about this enlargement and this inerease in a 


very general way But surely you would not stultify 


yourself by saying "I have no evidence the t there is any 


= : * aye a ea & Tt 
movement in the refining industry in the United States. 


You say T am just as much prepared to say there is fo 


development vhatever in new plants being built, just as 


much prepared to say that as the opposite." I say no, 


amie: ‘oye ee 


aur) 


Ne Seine ag 


i: ne ‘es i hae 


ved oh a ttn ote a 


Lee Teas ‘ Nias 


tet . 
oto 


oe ak, Sages 
oe Beh Oy eh 


T-5 
a 


us Be Fraw ley, KeC. 


you ean take judieial noties and you can apply your 
Knowledge of affairs. This is not a €ourt Room. I 

Know’ we must not be imagining things but..... 

MR. HARVIE: I think there is an 
explanation in regard to these two figures, taking it 

at 14% or 4%. 13%, as I understand it is the return 
that you should be allowed to strive for on your usefully 
employed capital. Now actually in the case of the 
evidence before us from the British American, there is 
all the Coutts investment washed up, and with the result, 
I think the evidence is quite definite, that in order to 
allow for capital that has been lost through no fault of 
any person, you have to give a higher rate of return or 

@ reasonable rate of return on the ecapitel usefully 
employed. It might well be that your refineries. could get 
that rate of return in the United States on the capital 
usefully employed, but on account of the out-of-date 
equipment and changing fields and so on, that the average 
return on all capitel they have in it, whether it is 
usefully employed or not, is only 4 or 5%. 

MR. FRAWLEY: I would hate to seo the 
gasoline consumers in Alberta having to pay anything for 


Mr. Harvie's Goutts plant unless it is foreed upon us. 


MR. NODAT: l was wondering if I 


could give Mr. Commissioner Lipsett the North American 


reference. It is in Volume 132, at Page 14,766. 


THE CHAIRMAN: I have Page 14,676 


before. But that is different is it} 


See to do 
MR. NOLSN: Yes This had to 
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with competition. He says "I would go so far as to stato", 
says Dri Frey ~- "that the competitive system in Alberta 

4s bo idtenss that there is no possibility of a consumer 
paying more than any other eons umars ih North America, in 
considering the geography under which they live." 

MR. FRALEY: That is just that 
competition works in Alberta and we have heard that for 
many thousands of pages. 

THE CHAIRMAN: ell we will adjourn 
Toit LO<«d0. 


(At this stage the Hearing was adjourned until 10.40 


AeM. December 21st, 1939). 
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